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FOREWORD 


Pandit Sunderlal Sh'arma Central Institute of Vocational Education 
(PSSCIVE) has taken up an Important and innovative proj ect of development 
of curricula and instructioned materials for vocational courses on the advice 
of the Joint Council of Vocational Education. It proposes to develop/revise 
competency based curricula and bring out textbooks, practical manuals, 
audio and video materials etc, for eveiy course in existence or courses 
proposed to be introduced at a later date in the higher secondary vocational 
education system. 

The present title shows the commendable work done by the Institute in 
meeting the requirements of Instructional materials for students and 
teachers. Developed through a comprehensive mechanism, the title is the 
product of significant contributions made by several experts and others. 
This has been duly acknowledged In this book elsewhere. All 
communications and observations on this project should be sent to the 
Joint Director, PSS Central Institute of Vocatlonfil Education, Bhopal. 


Mev/ Delhi J.S. Rajput 

June 2001 Director 

National Council of Educational 
Research and Training 




PREFACE 


The National Policy on Education (1986) envisages that the introduction of 
a systematic, well planned and rigorously implemented programme of 
vocational education is crucial In the proposed educational reorganisation, 
In support of this, a variety of programmes/courses have been introduced 
under Centrally sponsored schemes at the lower secondary, higher 
secondary and at the college levels. The programme at the +2 stage has 
assumed a big shape. 

Paucity of appropriate instructional materials (textbooks and practical 
manuals) is one of the major constraints In implementation of the programme 
and a source of great hardship to the students offering vocational courses 
at the higher secondary stage. To supply these, several efforts have been 
made in the past by the erstwhile Department of Vocationallsation of 
Education, NCERT, New Delhi and by the state governments. A review of 
efforts by the PSSCIVE, Bhopal revealed that there was a lot of gap between 
the supply of relevant books for the number of vocational courses and actual 
requirements. , 

To fill this gap, the PSSCIVE, Bhopal has taken up a project of developing 
and publishtng a variety of instructional resource materials. The work of 
this project is being implemented through the mechanism of Working Groups 
constituted for each course. It Includes (i) review of existing curricula and 
instructional materials (il) adoption or adaptation of existing books (ill) fresh 
writing of books. 

The present book entitled "Auditing, Practical Manual" is based on 
the competency based curriculum developed by PSSCIVE, Bhopal and fulfils 
80-90 per cent requirement of any particular state syllabus. The book has 
been written by some members of the Working Group, but reviewed by all 
the members of the Group. 

I am grateful to the authors for the development of this hook and to the 
members of the working group for their candid suggestions during 
development and review Their names are given elsewhere, 

I place on record my appreciation for the untiring efforts put in by 
Dr Vipln Kumar Jain, Project Coordinator of the Working Group, in planning 
and organising several meetings which led to the final form of this title. 
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I shall be grateful to receive suggestions and observations from readers 
which would help In bringing out a revised and improved version of this 
book. 

Bhopal 
June 2001 


S. Z. Haidbr 

Joint Director 
Pandit Sunderlal Sharma 
Central Institute of Vocational Education 
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INTRODUCTION 


The practice of auditing, as It exists today, is the result of a series of 
developments, innovations and researches tn content and methodology of 
audit. The evolution of various forms of business organisations necessitated 
changes In the types of transactions, policies and framework of governmental 
regulations thereby affecting the scope and method of auditing. The student 
should have sound knowledge of accounting pnnciples and practices and 
be conversant with various forms of business organisations before he 
undertakes the task of auditing. 

As a result of Increase In the business and commercial transactions, new 
accounts and documents like bills, receivables, bills and credit notes, 
consignment and joint ventures, debit and credit notes etc. have come to 
be used In practice. So also the state regulations have Increased to prevent 
the misuse of public funds invested tn tlie business enterprises, In these 
circumstances, the auditor assumes an important role not only In ensuring 
arithmetical accuracy but also In making sure that the books of accounts 
are correctly prepared and convey a true picture of the enterprise. The task 
can satisfactorily be done, If it is ensured by the auditor that: 

1. The accounts have been drawn up with reference to entries passed 
in the books of accounts; 

2. The entries in the books of accounts, are adequately supported by 
relevant papers, documents and by other evidence, 

3. The entries have been made on the basis of the accepted principles 
in vogue for the purpose, 

4 None of the entries in the books of accounts has been omitted in the 
process of compilation and nothing which is not in the books of 
account finds place in the statements: 

5. The information conveyed by the statements is clear and 
unambiguous; and 

6. That the books of accounts prepared, taken as an integrated whole, 
present a true and fair picture of the operational results, and of the 
assets and liabilities of the enterprise. 

On the basis of the above one can conclude tlie following as aims and 
objectives of auditing in practicet 
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To apply the theoretical knowledge (acquired) and understanding 
(developed) of auditing to the practical situations. 

2. To understand business/industrial concerns and the accounting 

system in force therein. 

3. To follow instructions given by the concerned authority like 

Charatered Accountant. 

4. To develop the ablllty/sklll of- 

(a) preparing and implementing the audit programme 

(b) identifying eind referring to the supnorttog documents. 

(c) verifying the documents and vou^ers from the view point of 
their validity, correctness and form,. 

(d) verifying the hooks of accounts (journal, books of original entry, 
subsidiary books, ledger, trial balance, final accounts) 

(e) adding, deducting, totalling and balancing 

(f) using various kinds of symbols used for auditing 

(g) valuing the assets and the liabilities 

(h) reviewing the systems and procedures for the purchase, storage 
and Issue of raw materials 

(1) revlewmg the systems and procedures for the purchase, location 
and use of fixed assets 

(]) reviewing the systems and procedures of acquiring and 
developtng human resource 

k) checking the time-booking and time-keeping records 

(1) deducting errorS^ and frauds and getting them corrected 

(ra) ensuring a proper distinction amongst wastage, scrap, defectives 
and seconds 

(n) examining abnormal wastage and suggesting steps to eliminate 
it 

(o) ensuring proper distinction between capital and revenue items 

(p) verifying the titles and existence of fixed assets 

(q) ensuring compliance with the statutory requirements (P/F, EST, 
ISI, Audit Report, etc.) 

(r) providing assistance in the interpretation of figures and/or ratios 

(s) conducting test-checks and helping the external auditor for the 
same 

(t) testing the validity (soundness) of internal control 

(u) preparing and mhtatalntng audit notebook and working papers 
(including investligations) 

(v) reporting to the appropriate authorities regarding the truth and 
firmness of accounts 



(w) helping the auditors to prepare audit reports 

(x) completing the task of auditing in time. 

5. To develop good work-habits like loyalty, acceptance of responsibility, 
co-operation, dependability, vigilance, secrecy, punctuality, regularity, 
promptness, etc. 

6. To develop good personal habits like cheerfulness, smartness 
(eilertness), patience, tact, judgement (decisiveness), courtesy, honesty, 
commonsense, neatness, etc. 

7. To develop Interest and desirable attitude for auditing. 




Exercise 1 


Identification of Capital and Revenue 
Expenditure 


1.1 Introduction 

Students are already familiar with the 
theoretical concepts of capital and 
revenue expenditures. This chapter has 
been developed to give a practical 
orientation of these two concepts. After 
studying tills chapter, students will be 
able to recognise capital and revenue 
expenditures and ensure a proper 
treatment of such expenditures in the 
books of accounts. Recall of the concepts 
of capital expenditure and revenue 
expenditure. Students may recall that 
capital expenditure is incurred in 
acquiring assets for earning income or, 
on the other hand. Increasing the 
earning capacity of an existing asset. 
Revenue expenditure is incurred to 
maintain the revenue earning capacity 
of the business, 

1.1.1 Criteria for Identifying the 
Items of Capital and Revenue 
Expenditure 

l.LJ.l CapitaLExpenditure Identfwation 

Capital expenditure can be Identified on 
the basis of the following tests ; 

1. Ensure that a new asset has been 
purchased. 


2 Ensure that the amount spent on an 
old asset enhances profit-earning 
capacity. 

1.1.1.2 Revenue Expenditure 
Identification 

Ensure that the item of expenditure 
helps in matntalnmg the revenue earning 
capacity of the busmess. 

How will you identify which of the 
following items are capital expenditure 
or revenue expenditure? 

Construction of new shed, white 
washing of the building, rent paid, 
acquisition of copy lights expenses 
incurred in installing a new machine, 
wages paid, travelling expenses, 
expenditure incurred for the purchase 
of goods for resale, oiling and greasing, 
registration expenses on the purchase 
of land, preliminary expenses 

1.1.2 Procedure 

— Match the nature of each item with the 
identification criteria of capital 
acpenditure and revenue expenditure. 

— Label against each Item whether 
capital expenditure or revenue 
expenditure commensurate with the 
nature of each. 
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— Group capital items under the 
heading “Capital Expenditure" and 
Revenue items under the heading 
"Revenue expenditure”. 

The ultimate presentation will be in 


the following form • 

Capital Expenditure 

Revenue Expenditure 

(a) Coristi action of 
a new shed 

White washing of 
the building 

(b) Acquisition of 
copy lights 

Rent Paid 

1 

(c) Expenses incuned in 
installlug a new 
machine 

Wages Paid 

(d) Registration expenses 
on the purc'iiase of land 

Travelling expenses 

(e) Prelimlnaiy Expenses 

Expenditure 
incuned on the 
purchase of goods 
for resale. Oiling 
and gi'easlng 


1.2 Audit Procedure of a Revenue 
Expenditure Item 

1.2.2 Problem 

Amount spent on Printing and 

Statloner3!^ 

1.2.2 Documents Required 

1. Cost Vouchers 

2. Authorisation/Sanction 

3. Cash Memo 

4. Cheque Books 

1.2.E Procedure 

1. Check the cash book entry with the 
cash voucher, ensuring that the 
voucher number, date, amount and 
particulars are correctly entered. 

2. Compare the cost voucher with the 
cash memo issued by the supplier. 


In respect of date, amount and 
particulars. 

3 Check the cash-memo tn respect of 
rate, quantity, total and the sales tax 
calculation. 

4. Check tliat the stationery Items have 
been properly entered in the stock 
register. 

5. Check that proper sanction has been 
obtained from tire competent autho¬ 
rity and that the purchase Is in 
accordance with the sanction regard¬ 
ing quantity amount and quality. 

6. Check that the material supplied is 
in accordance witlr the specifications 
in the purchase order. 

7. Check that the order was placed with 
the approved supplier and that 
proper purchase procedure was 
followed. 

8. Check the counterfoil of the cheque 
(if the payment has been made 
through cheque). 

9. Check that the amount has been 
properly debited to printing and 
stationery account in the ledger. 

10. At the close of the year, check that 
the amount has been debited to the 
profit and loss Account. 

1.3 Audit Procedure of a Capital 
Expenditure Item 

1.3.1 Problems 

Purchase machine for production 

purposes. 

1.3.2 Documents Required 

1. Cash Voucher/Transfer Voucher 

2. Authorisation /Sanction 

3. Cash memo 

4. Bill 

5. Cheque Book 
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1.3.3 Procedure 
Steps 1-8 

The first eight steps of the procedure will 
be similar to those of procedure 1,2.3 
above. In case the machine has been 
bought on credit, a transfer voucher In 
place of a cash voucher will be used. The 
Journal/day book will be checked Instead 
of cash book. Similarly blll/involce will 
be checked in place of cash-memo. The 
remaining steps eue; 

9. Check that the Machinery Account 
■ "(in the ledger) shows a debit balance. 

10. Check tliat the Machinery Account 
has been transferred to the Assets 
side of the Balance Sheet. 

(Note : As the auditor is required to 
give the time and clear position of 
the financial statements, he should 
also check whether depreciation has 
been provided for or not. He should 


ensure that income tax rules have 
been followed in providing for 
depreciation. In case depreciation is 
to be charged, the 8+2 steps should 
be checked to see that the 
Depreciation Account has been 
debited. He should ensure that the 
Machinery Account has been shown 
in the balance sheet after deducting 
depreciation from the cost of the 
machine. 

1.4 Detecting Errois of Capital and 
Revenue Expenditure Item 

1.4.1 You, as an audit clerk, have 
been asked to find out whether 
the revenue and capital 
expenditures have been 
transacted correctly in the 
following cash book: 


Cuh Book of M/b Surekha Book* 
Dt. Cr. 


Dale 

Particulars 

LfDtscourd 

Rs 

Amount 

Rs. 

Date 

Particulars 

l/Dlscount 

Rs. 

Amounl 

Rs, 

1992 




1992 




Nov. 13 

To balance b/f 


45,400 

Nov. 14 

By Bank A/C 


20,000 

Nov 15 

To salea 


4,000 

Nov. 22 

By Machlnety A/ C 


10,000 





Nov. 22 

By Repairs (Account 
of Installing the 
new machine) 


1,000 


1 



Nov 25 

By Building A/C 
(white washing of 
tlic old building) 


5,000 





Nov. 30 

By Purchase 


1,000 





Nov. 30 

By balance c/d 


12,400 

Dec 1 1 

To balance b/d 


49,400 




49,400 
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1.4.2 Procedure 

Since it is asked to verify whether 
revenue and capital expenditures have 
been properly recorded or not, focus 
should he only on related items. Such 
errors are otherwise detected in the 
routine audit of cash book. 

The following should be noted as part of 
Audlt-Clieck ■ 

1, "On 22nd November 1392, Cash 
book has been credited and repairs 
account debited. This Item is not a 
revenue expenditure. Since a new 
machine has been Installed and 
hence this amount shouldbe debited 
to Machine Account and not to 
Repairs Account" 

The client's clerk should prepare the 


following rectifying voucher ; 

Rs Rs 

MachtneiyA/C . Dr, 1,000 
To Repair A/c 1,000 

2. "On 22nd November 1992, Cash 
book has been credited and building 
account credited. This item is not a 
capital expenditure. Maintenance of 
the building by white washing is a 
revenue expenditure. Therefore, 
instead of Building Account, White 
Washing Account should have been 
debited.” 

The following rectifying voucher 
should be prepared" 

Rs Rs 

White washing A/C 5,000 

To Building A/C 5,000 


PRACTICAL EXERCISES 


1. Give the procedure of finding out the Revenue Expenditures from the following. 

(a) Payment of Rent, 

(b) Purchase of Furniture 

(c) Normal Repair ol the building. 

(dj Purchase of a inaclilue 

te) Payment of salary. 

(f) Postage, 

(g) Oil and greasing 

(h) Construction of a stable. 

2. Your client debited profit and loss accounts with the amount .spent on the 
construction of an additional room at your business premises. What advice will 
you give to him as an auditor? 

3. The Profit and Loss account of a sole trader Is given below 

Profit and Loss A/C for the year ending 
Slat March, 1992 

_Cn_ 

Particidars _ Amount Rs, Parttculws Amount 


To Salaries A/C 
To Rent A/C 

To Printing and Stationery 


12,000 By Gross Profit 

6,000 By commission received 

700 By Discoimt Received 


ao.uoo 

2,000 

3,000 
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Partici liars 

Amount Rs. Farhciilais 

Amoimt 

To Construction of new shed 

15,000 


To Installation ol Ians and hghti 

3 6.000 


To Tinveillng expenses 

To Net Pioflt transteired 

1,000 


to capital A/C 

44,3000 



85.000 

85,000 


You, as an Audit assistant, have been asked to decide whetlier each Item of Profit 
and Loss Account has been recorded correctly or not. 

4. You, as an audit-clerk, have been asked to explain to your client, the 
consequences of; 

(a) A Capital expense recorded as Revenue expenditure 
(bj A Revenue expense recorded as Capital expenditure 






Exercise 2 


Drafting the Procedure for Auditing 


2.1 Introduction 

The auditor has to audit various books 
of account, make notes and write audit 
report, He follows different procedures 
for auditing different books of accounts. 
General procedures are. however, the 
same. After studying this chapter, 
students will be able to recognise the 
sequence of steps for the general 
procedure of auditing 

2.2 Steps In Auditing Process 
2,2'i Practical 

Give the Process of Audit Procedure. 

2.2.2 Procedure 

1. Match entries with vouchers. 

2. Examine the correct application of 
accounting principles. 

3. Ensure that complete records have 
been made in the subsidiary and 
principal books. 

4. Check arithmetical accuracy of 
accounts. 

5. Check the financial statements. 

6. Detect the errors and fraud and get 
them corrected. 

7. Ensure compliance with the 
statutory requirements, if any, 

8. Do a physical verification. 

9. Report to the appropriate authorities 


regarding the truth and fairness of 
accounts. 

2.3 Audit Procedure of Subsidiary 
Books 

2.3.1 Practical 

An audit clerk starts the audit work by 
verifying that the subsidiary books have 
been properly posted to the ledger. Has 
he followed fte correct practice? If not, 
which process should be followed? 

2.3.2 Procedure 

The audit clerk should follow the steps 
given below. 

— Match the entries with the 
corresponding vouchers. 

~ Ask for the missing vouchers. 

— Verify the correctness of the 
vouchers. 

— Ensure correct posting. 

2.4 Audit Procedure of Cash 
Purchases 

2.4.1 Practical 

Give the audit procedure of cash 
purchases. 

2.4.2 Procedure 

The audit clerk should follow the steps 
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given belowr 

1. Check voucher number, date and 
amount (in words and figures) in the 
voucher with the cash book and 
cheque counter foils. 

2. Find out whether sanction for 
purchase has been taken from the 
competent authority. 

3. Verify the supporting documents for 
quantity, quality, rate, amoimt and 
discounts (if any), with packing slips 
and delivery challans. 

4. Check whetoer the voucher has been 
authorised by an officer who has the 
proper delegation of authority for this 
work. 

5. If the value is FOB, CF or CIF, check 
whether the invoice specifies 
separately such particulars as to the 
Insurance and freight in relation to 
Insurance advice and freight receipt. 

6. Find out whether the Invoice has 
been duly accepted by the goods 
receiving department for quality and 
quantity: and check evidence of entry 
in stock records. 

2.5 Audit Procedure of Cash Sales 

2.5.1 Practical 

The cash book of your client has been 
debited with Rs 10,000 as the amount 
of sales. How will you audit this entry? 

2.5.2 Procedure 

The following steps will be taken to audit 
this entry: 


1. Check the cash book entry with cash 
voucher and ensure that the voucher 
number, date, amount and 
particulars are correct. 

2. Compare the cash voucher with the 
copy of the sales invoice and check 
the details in respect of date, arhount 
and particulars. 

3. Check the copy of the sales invoice 
and ensure that the calculations in 
respect of rates, totals and sales 
taxes are correct and compare the 
prices with the price-lists. 

4. Check office-order in respect of 
discount, packing and forwarding 
charges, if any, and ensure tliat the 
Instructions given in the office order 
are followed. 

5. Check that the amount of freight 
included In the sales Invoice is as per 
the freight invoice of the carrier. 

6. Check the gate-pass to ensure tliat 
the quantity of goods talten out of 
godown is tiie same as given in the 
invoice. 

7. Check tlie delivery challans to ensure 
that the goods have been delivered 
to the customer. 

8. Compare the items given in the sales 
invoice with those of the packing slip. 

9. Check through the pay-ln-sllp that 
the Cheque received for sales has 
been deposited Into the bank. 

10. Check the contents of the customer's 
order and ensure that the goods are 
sold as per the specifications of the 
order. 


PRACTICAL EXERCISES 


1. Enumerate the steps In the process of audit. 

2. Your audit assistant feels that audit work can be performed without vouchers. 
How do you react to such statement? 
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Give tlie procedure ni audit ot a cash book 

What purpose does the following voucher serve In the process of audit? 


3, 

4. 


DESU Ltd.. Delhi 


The Manager 

Kindly sanction the purchase of 
the following items of stationery 
100 file covers 
100 Ball pens 

2 Registers 

3 Reams duplicating paper 
1 Ream typing jjaper 


Pu! chase of stationery sanctioned 


Administration Section 
January 3. 1992 


sd/- 

(Sectlon Officer) 
sd/- 

(fdanager) 


Thanks, submitted for sanction 





Exercise 3 


Detection of Errors and Frauds 


3.1 Introduction 

Students already know that auditing 
alms at detecting errors and frauds In 
the accounting records of an 
organisation. This chapter has been 
designed to expose some errors that 
creep In and some frauds that are 
committed in the books of accounts. 
Students have to apply their theoretical 


knowledge In detecting such errors and 
frauds 

3.2 Detection of Errors 
3.2.1 Practical 

List out the errors from the following 
Accounting vouchers and the account 
that have been made from this 
accounting vouchers. 



Vendor No. 7 

Accounting Voucher 

Strata Furniture Mart, New Delhi 

Date 30,11 92 

Particulars 

Lf 

Amount Rs 

Debit Furniture A/C, 

Peing purchase of 20 Chairs for sale) 

4,000 

Credit Salwant Furniture Co. 


4,000 

sd/- 

(Accountant) 

E&OE 

sd/- 

(Manager) 


Ledger Accounts in the Books of 
Sujata Furniture Mart 



Furniture A/C 


Date ParticulaTs 

F Amount Date Particulars F Amount 

1992 

1992 



Nov. 30 To Salwant Furniture Co, 4,000 Nov. 30 By Balance C/D 4,000 

Dec, 1 To Balance B/d 4,000 

(Salwant Furniture Co) 

Nov 30 To Balance C/d 4,000 Nov. 30 By Furniture A/C 9,000 
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3.2.2 Procedure 

1. Match the Item purchased with the 
nature of the business of the 
purchasers, If the Item purchased is 
the one in which the businessmen 
deals, treat It as Purchases. 

In this problem, furniture has been 
purchased by a furniture mart, so 
purchase account should have been 
debited in place of Furniture 
Account. This is an error of principal. 

2. Instead of Furniture Account, 
purchase account should have been 
opened in the ledger. This Is an error. 

3. Salwant Furniture Co. should have 
been credited by writing "By 
purchases A/C" tn the ‘particulars’ 
column. 

4. The amount of balance b/d under 
Salwant Furniture Co. should have 
been Rs. 4,000 and not Rs 9,000. 
This is an error of commission. 

3.3 Detection of Frauds 

3.3.1 Practical 

You, as an audit clerk, came across the 

following shortcomings recorded in a 

particular period : 

Jan 10 Sales Book was undercast/by 
Rs. 1000 

Jan 21 Rs. 500, received for selling 
goods, were pocketed by the 
counter salesman 

Feb 8 The Accountant, in connivance 
with the cashier, credited the 
cash book with Rs. 2,000, as the 
amount of stationery bought, 

Feb 15 Rs. 1,800, paid to Ramphal were 
debited to Ram Dhan. 

Mar 3 The manager of a company 
managed a loan from a financial 


corporation by showing the 
Inflated figures of profits. 

Which of the above items show 
that fraud has been committed? 

Procedure 

1. E^jnlne each shortcoming carefully. 

2. Label the shortcomings which are 
due to (1) misappropriation or 
embezzlement of cash, (li) 
misappropriation of goods, (ill) 
manipulation of accounts 

Items dated 21st Jan, 8th Feb. emd 
3rd March show fraud, The first two 
cases are of embezzlement of cash and 
In the third case fraudulent 
manipulation of accounts has taken 
place. 

3.3.2 You have been Informed by your 
clients that their Purchase 
Manager seems to be taking 
unlawful monetary benefit from 
the suppliers while purchasing 
goods for the company. How will 
you detect such a fraud? 

Procedure 

The unlawful moneteuy benefits might 
have been accepted by the manager 
when he 

I) accepts sub-standard goods; or/and 

II) accepts less quantity of goods than 
what had been settled. 

You should adopt the following 
procedure to detect such fraud : 

i) Examine the internal check system 
and find out whether the purchases 
are inspected by a technical officer 
or not. In the absence of Internal 
check system, sub-stemdard goods 
might have been accepted and 
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difference between the cost of 
standard and sub-standard goods 
might have been given to the 
manager. 

ii) Enquire whether the Production 
Manager or the Sales Managei have 
ever lodged a complaint about the 
poor quality of materials. 


Ill) Ascertain whether the purchase 
policies are being followed or not. 

iv) Examine the soundness of the 
purchase policies. 

v) Find out whether the Purchase 
Manager Is related to the suppliers. 
If so, examine their dealings with 
respect to prices, actual supplies etc. 


PRACTICAL EXERCISES 


1. List the errors from the following accounting voucher and the ledger accounts 
prepared from it. 


Accounting Voucher 
Vlckey Spare Parts Store 

Voucher No. 101 

Date 5.12 1992 

Particulars If 

Amount Rs. 

Debit-Gear wires (Being purchase 
of 100 Gear Wires No. 1217) 

200 

Credit Secma Motor parts 

200 

sd/- 

sd/- 

E&OE (Accountant) 

(Manager) 


Ledger Accounts 
Gear Wires A/c 


Date 

Particulars F 

Amount 

Date Particulars F 

Amount 

1992 



1992 


Dec. 5 

To Seema Motor200 

Dec 31 

By Balance c/d 

200 

1993 





Jan. 1 

To Balance b/d 

200 






(Seema Motor Parts Store) 

1992 



1992 


Dec. 31 

By Balance c/d 200 

Dec 

By Gear Wires 

200 




1993 





Jan. 1 By Balance c/d 

200 
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2. Label the frauds from the following discrepancies : 1992 
Nov 30 Sales Book Was overcast by Rs 100. 

Dec. 4 Amount spent on the Installation of a machine was debited to Repairs 
A/C. 

Nov 10 Cash sales reduced by Rs 500, as the amount was packeted by counter 
salesman. 

Nov. 15 The Purchase Manager accepted sub-standard goods from suppliers 
and therefogp was presented a woollen suit piece worth Rs 4000. 

Nov. 25 The store-k^per took away a genuine spare part worth Rs 1000 from a 
store and In Its place kept a duplicate part worth Rs 400. 

3. A fli'm evaluates its assets at cost or market price whichever ^s higher. As an 
auditor, what will be your advice to such firm? 

4. Your client Is In the habit of: 

a) Charging personal expenses to business. 

b) Debiting his supplier twice on single payment, on the basis of the receipt 
of Invoices in duplicate, and 

c) Showing dummy workers In the wage sheets. 

How will you detect the above fraud? 





Exercise 4 


Classification of Errors 


4.1 Introduction 

An important objective of audit is to 
detect errors and fraud. The task of 
detecting errors becomes simple if 
auditors and their assistants have 
thorough knowledge of the types of 
errors This chapter has been designed 
to provide practical exposure to the 
classification of errors, 

4.2 Classification of Errors 
According to their Nature 

4.2,1 Practical 

An audit assistant discovered the 
following errors during the course of his 
audit, Classify them according to their 
nature 

a) The details of the purchase invoices 
were not recorded in the purchase 
Book. 

b) Credit purchases were entered in the 
purchase Book, but the amount of 
credit purchases from a supplier was 
debited to. the supplier’s account In 
the ledger, 

c) The rent for the last month of the 
Accounting period was not recorded 
in the books of accounts, as it was 
not paid to the landlord. 

d) The sales book was overcast by Rs. 


100 in the month of February and it 
was undercast by the same amount 
next month. 

e) Amount spent on installation of a 
machine was debited to repairs 
account. 

Procedure 

a) See the nature of error in each case 

b) Name the category of error 

Solution 

(Given according to the order of the above 

questions). 

a) Error of omission (complete 
omission). 

b) Error of commission (the amount 
should have been credited to the 
supplier’s Account). 

c) Error of omission (complete 
omission). 

d) Compensating Error (One error has 
compensated the effect of another 
error). 

e) Error of Principle (capital 
expenditure was treated as Revenue 
expenditure). 

Exercise 4.2 

There are two account clerks in an 

organisation. One says that errors of 
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omission affect the agreement of a trial 
balance, whereas the other Is of the 
opinion that such errors do not affect It. 
Advise the correct position. 

Solution 

Both the account clerks are partly 
correct. They will be advised in the 
following ways. 

Advice to the first clerk 

1. Find out whether it is complete or 
partial ommission. 

2. In case of complete ommission, the 
record will not be made any where 
in the books of accounts. 

3. Hence the totals of trial balance will 
remain the same, though it will not 
be a fair trial balance. 


Advice to the second clerk 

1. Find out whether it is a complete or 
partial omission. 

2. In case of partial omission trial 
balance will not agree. 

Hence the statement that the errors of 
omission do not affect the agreement of 
a trial balance is not fully correct 

Exercise 4.3 

From the following two supporting 
vouchers. Accounting vouchers and 
ledger account of M/s. Chandl Bros, 
have been prepared. Locate the errors 
from the Accounting vouchers and ledger 
accounts. 

State also the class of errors against each 
error that you locate. 


(I) 

Supporting Vouchers 

(Counterfoil of cheque) 00481 

State Bank of India, 

Kamla Nagar, Delhi. 

5.11.92 

To Self 

For. 


Last Balance 1,45,000 

Deposits — 

Total 1,45,000 

Less this cheque 20,000 

Balance 1,25,000 
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( 11 ) 


Cash Memo 
Nlshant Stationers 
New Delhi 


No. 4531 


M/s Chandi Bros 

Your Order No. 110. 


6,11.92 

S.No. 

Particulars 


Rate 

Amount 




Rs. 

Rs. 

1 

100 File Covers 


2,50 

250 

2 

100 Ball Pens 


4.00 

400 

3, 

5 Registers 


20,00 

100 





750 

E&O.E. 




Sd/- 

(Manager) 


(in) 

Accounting Vouchers 
M/s Chandi Bros 
Cash Voucher 



V. No 21/92 



6/11/92 


Particulars 


Amount 

Rs. 

Debit Cash 



20,000 



Total 

20,000 

Credit 

Bank A/c 

(Being withdrawal of cash vide 
cheques no 00481 dated 3/1/86) 


20,000 



Total 

20,000 


sd/' 

(Manager) 
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(IV) 

M/s Chandl Bros 
Cash Voucher 


V. No. 22/9i 


Dated 6/11/92 


Particulars 

Amount Rs. 

Debit 

Purchase A/c 

850.00 


(Vide cash memo no 4531 dt. 6/11/92) 

Total 850 00 

Credit 

Cash A/c 

850.00 



Total 850 00 


(Passed for pa}Tnent of Rs, 850/- (Rupees Eight hundred and fifty only) 


sd/- 

(Manager) 


(V) 


Ledger Account 
Cash A/C 


Date Particulars 

F Amount 

Date 

Particulars 

F Amount 

1992 

Nov. 6 To Bank A/c 

20,000 

1992 

Nov. 6 
Nov 30 

By Purchase A/c 
By Balance c/d 

850 

19,150 

Dec, 1 To Balance 

20,000 

19,150 



20,000 


Bank A/c 



Date Particulars 

F Amount 

Date 

Particulars 

F Amount 

1992 

Nov. 5 To balance 1,45,000 

b/d 

(vide supporting 
voucher dated 5/11/92) 

1992 
Nov. 5 

Nov 30 

By Cash A/c 
vide cheque 

No. 00481 

By Balance c/d 

20,000 

1,25,000 


1,45,000 



1,45,000 

Dec 1 To Balance b/d 

Nov 6 To Cash A/c 

1,25,000 

Purchase A/c 

850 Nov. 30 

By Trading A/c 

850 
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Procedure 

1, Locate the errors from the 

Accounting Vouchers. 

2. First error ■ Accounting Voucher 

a} Examine the nature of business. 

b) Examine the nature of 
purchases 

c) Find out whether the business 
deals In what has been bought, 

d) If yes, debit purchases A/c, 

e) If not, debit the Item that has 
been purchased. 

fl In this case, stationery A/c 
should have been debited in 
place of‘purchases A/c'. (Errors 
of Principle) 

Second Error - Accounting Voucher 

a) Compare the amounts as given 
in the supporting vouchers 


accounting vouchers, 

b) In case of deviation in amounts, 
find out whether the error has 
been committed by over or under 
amount, 

c) Pass the rectifying entry. 

In this case, the amount should have 
been Rs. 7,50 and not Rs. 850, (Error of 
Commission) 

Third Error - ‘Purchases A/c' in the 

ledger 

a) Ensure that each account of the 
accounting vouchers is opened 

b) Find out the discrepancy. 

c) See that the ‘Stationery A/c’ has 
been opened in place of 
‘purchase A/c’ and the balance 
should have been transferred to 
'Profit and Loss A/c’. (Error of 
Prmciple). 


PRACTICAL EXERCISES 


1 Classify the following errors according to their nature ; 

a) ■ Overcasting of Sales Book 

b) Debit to a wrong account, nature of account being the same 

c) Wrong balance of the cash book 

d) Debiting Furniture Account on the purchase of Furniture by a dealer In 
furniture 

e) Debiting Repairs Account at the construction of an additional room 

f) Not recording the payment of salary 

2. An accounts clerk Is ofme opinion thatthere is no harm If a revenue expenditure 
is treated as capital expenditure and vice versa, because, this treatinent will 
not have any effect on the total of a balance sheet. How do you react to such 
opinion? 
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3. A supporting Voucher and the accounting Vouchers prepared from it are given below. 
Find out the errors from the accounting Vouchers 


Supporting Voucher 
Cash Memo 
Kallash Clothiers 


No. 451 Dated 5/12/92 


Cash Sales to 

M/s Harnek Readymade Store. 


S No. 

Particulars 

, Rate 

Rs. 

Amount 

Rs. 

1. 

100 Ansto Shirts M 

200 

20,000 

2. 

50 Galilee Trousers M 

400 

20,000 




40,000 



(Rupees Forty Thousand only) 


Received cheque no. 052160 dated 5/12/1992 from M/s Harnek Readymade Store, 
of SBI, New Delhi. 


Kailash Clothiers 
Cash Vouchers 


V, No. 312/92 


Date 5/12/92 

Debit 

BankA/c 

40,000 


(Bemg amount received vide cheque no. 
052160 dated 5.12 1992 from M/s. Harnek 



Readymade Store) ‘ 

40,000 

Credit M/s Harnek Readymade Store 

40,000 


Received an amount of Rs. 40,000 (Rs. Forty Thousand only) 

sd/- 

(Manager) 




Exercise 5 


Rectification Entries — With or Without the 
Suspense Account 


An auditor’s Job is not only to detect 
errors, but also to suggest methods to 
rectify them. He fehould have a thorough 
knowledge of rectification of errors. This 
chapter has been designed to expose how 
errors are rectified with or without the 
suspsense account. 

You may recall that Suspense Account 
onglnates when trial balance does not 
agree, To equate the smaller sides of the 
Trial Balance with the bigger side, the 
balance is written against the Suspense 
Accounts, This shows that the difference 
in the two total of a trial balance is due 
to the fact that there are some errors 
(maybe a single error) which affect single 
accounts of some transactions. 
Therefore, whenever an error affecting a 
single account is detected, is rectified 
with the help of Suspense Account. On 
the other hand, when an error affecting 
two accounts (one affecting the debit side 
and the other the credit side) is detected, 
it is rectified (without Suspense Account) 
by debiting one accoxmt and crediting 
the other, 

Students will be able to rectify the 
errors by observing and practicing the 
following practical. 


Exercise 5.1 

Detecting the Errors Affecting one or 
two Accounts 

Give the procedure of finding out the 
errors affecting the two Accounts from 
the following. Also name the accounts 
which are affected. 

Errors 

a) Sales Book was overcast by Rs, 90, 

b) Amount of Rent paid (Rs. 1000/-) 
was not posted to Rent Account 

c) Amount spent on the repair of a 
machine (Rs. 700/-) was debited to 
Machine Account. 

d) Cash purchases of Rs. 2000 were 
omitted from record 

e) Rupees 2500 received from Prerak 
were not credited. 

f) The debit balance of Rent Account 
was over balanced by Rs, 100. 

Procedure 

(According to above listing)' 

Sales book was overcast by Rs. 90 

a) Recall where the total of Sales Book 
is posted. 

b) To which side of the Sales A/c is it 
posted? 
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c) Find out that the amount to the 
credit of Sales A/c is in excess by 
Rs. 90. 

d) Decide whether this error will be 
certified by debiting the ‘Sales A/c’ 
with Rs. 90. 

e) Find out which Accounts/s Is/are 
affected by this error. 

Amount of Rent paid was not posted 
to Rent A/c 

a) Recall the Accounts that are opened 
with the transaction 

b) Identify which account is affected by 
the error given. 

c) Recall to which side the amount of 
Rent paid will be posted. 

d) Decide that this error will be rectified 
by debltmg the ‘Rent A/c’ with Rs. 
1000 . 

e) Conclude that only one account viz. 
‘Rent A/c’ is affected with this error. 

Amount spent on the Repair of a 
machine was debited to ‘machine 
A/c’ 

a) Recall the accounts that are opened 
with the transaction. 

b) Find out which account should have 
been debited and which actually has 
been debited. 

c) Decide which account should be 
debited and which credited to rectify 
this error. 

d) Write how many accounts are 
affected by this error. 

(Note • Similar procedure will be followed 
for the remaining errors) 

Solution of this Question 

a) One Account — ‘Sales A/c’ to be 
debited. 


b) One Account — 

c) Two Accounts — 
to be credited 

d) Two Accounts — 
to be credited 

e) One Account —' 

f) One Account — 


‘Rent A/c’ to be 
debited. 

‘Repair A/c' to be 
debited and 
Machine A/c' 
‘Purchases A/c’to 
be debited and 
‘Cash A/c’ 
■Prerak’s A/c’ to 
be credited. 

‘Rent A/c’ to be 
credited. 


Exercise 5.2 

In Practical I, which errors can be recti¬ 
fied with and without "suspense A/c’? 

Procedure 

1. Identify the errors affecting one 
account and two accounts 
respectively. 

2. Recall that errors affecting single 
account will be rectified with 
suspense A/c and errors affecting 
two accounts without ‘Suspense 
A/c’. 

3. Determine whether single account 
affected by error Is to be debited or 
credited. If it Is to be debited, 
'Suspense A/c’ will be credited and 
vice-versa. 

4. Error nos. 1, 11, v and vl will be 
rectified through suspense A/c and 
the rest without suspense A/c. 

Exercise 5.3 

Rectify the errors given In Practiced 1. 

Following the procedures of Practicals 1 

and 2 the problem should be solved as 

under. 
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Solution 

Rs. 

Rs. 

1) Sales A/c 

Dr. 

90 

To Suspense A/c 
(Being error of omission 
the sales book rectified) 


90 

11) Rent A/c 

Dr. 

1000 

To Suspense A/c 
(Being error of omission 
rectified) 


1000 

ill) Repair A/c 

Dr. 

700 

To Machine A/c 

(Being die amount to repair 


700 

wrongly debited to machine, 


A/c, now rectified.) 



Iv) Purchases A/c 

Dr. 

2000 

To Cash A/c 


2000 

(Being the error of omission. 


rectified) 



v) Suspense A/c 

Dr. 

2500 

To? 

(Omitted to be credited, 
now rectified) 


2500 

Vi) Suspense A/c 

Dr. 

100 

To Rent A/c 


100 

(Being the over-balancing 
of Rent A/c, rectified) 




Exercise 5.4 

An Accounts clerk committed the 
following errors. 

a) He totalled the purchase Book as Rs. 
999 Instead of Rs. 1009. 

b) He balanced the Discount A/c as Rs. 
150 (Dr.) in place of Rs. 15 (Dr.) 

c) He debited Khurshld’s A/c by 
Rs. 200 for the amount of wages paid 


to him. 

d) He debited furniture A/c by Rs. 4000 
for buying chairs and tables His 
employer deals in furniture. 

e) He debited his personal account by 
Rs. 2000, for the amount of salary 
that he got. 

As an audit-clerk, what procedure 

will you follow in rectifying these entries? 

Error (i) 

He totalled the purchases Book as Rs. 

999 instead of Rs. 1009 

1. Find out how much should have 
been debited to 'purchase A/c’. 

2. Find out how much actually has 
been debited to this account. 

3. Calculate how much excess has been 
debited to his account. 

4. Find out how this excess amount 
debited should be naturalised. 

5. Credit the 'purchases A/c’ with the 
excess debit i.e. Rs. 10. 

Error (ii) 

He balanced the ‘Discount A/c’ as Rs. 

150 (Dr.) In place of Rs. 15 (Dr) 

Procedure 

1. Find out how much should have 
been debited to ‘Discount A/c’. 

2. Find out how much actually has 
been debited to this Account. 

3. Calculate how much excess has been 
debited to this account. 

4. Find out how this excess amount 
debited to ‘Discount A/c’ should be 
neutralised. 

5. CredlttheDlscountA/c’withRs. 135 
(150-15). 

Error (iilj 

He debited ‘Khurshld’s A/c.’ with Rs. 200 
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for the amount of wages paid to him. 

Procedure 

1, Find out which account is debited 
on payment of wages. 

2, Find out which account has actually 
been debited 

3, Decide how should the wrong debit 
to Khurshid’s A/c' Instead of 'wages 
A/c’ be rectified. 

4 Debit ‘Wages A/c' and credit 
‘Khurshid’s A/c with Rs, 200 

Error (iv) 

He debited 'Furniture A/c’ with Rs. 4000 

for buying chairs and tables. His 

employer deals in furniture. 

Procedure 

1. Recall which account Is opened if a 
dealer buys something in which he 
deals. 

2, Find out which account has been 
debited by tlie dealer of furniture 
when he bought furniture. 

» 3 Find outwhlch account has actually 
been debited in place of 'purchase 
A/c’. 

4 Debit 'purchase A/c’ and credit 
'Furniture A/c’ with Rs. 4,000 

Error (v) 

He debited his personal account with Rs. 

2000, the amount of salary that he got. 

Procedure 

1 Give an example each of error 
affecting one account and two 
accounts. 

2. Which type of error Is rectified with 


suspense account. 

3. Which of the following errors will be 
rectified with the help of suspense 
account. Give also the procedure of 
rectification through suspense A/c, 

a) Purchase of Furniture on credit 
by a cloth merchant was entered 
In the purchase Book. 

b) Carriage paid on the Purchase on 
a new machine was debited to 
carriage account. 

c) Amount spent on the purchase 
of a machine was not entered in 
the machme Account. 

d) Outward Returns Book was 
undercast. 

e) No entry was passed for the 
amount of drawings. 

4. Give the procedure to rectifying 
following errors. 

a) Amount of goods purchased on 
credit was properly recorded In 
the purchase Book, but posting 
was not made in the supplier’s 
account for Rs. 1500. 

b) Inward Return Book was 
undercast by Rs, 100, 

c) Wages paid for installing a new 
machine was credited to wages 
account for Rs, 500. 

d) Travelling Expenses were 
charged to the personal account 
of the Sales Manager for Rs. 130. 

e) The Balance of Drawings 
Account was transferred to Profit 
& Loss Account for Rs. 700. 

f) Entry for withdrawal from the 
Bank was made as that of 
Deposit into the Bank for Rs. 
1000 . 



Exercise 6 


Closing Audit Note Book 


Audit Note Book is maintained by an 
Audit clerk. He enters many key pomts 
in this book. Some important contents 
of this book are given below. 

a) Difficulties faced by him during the 
course of audit cind on which he 
seeks guidance from his senior or 
auditors. 

b) A list of books of accounts made by 
the client 

c) The names of competent authorities 
and their main powers and duties. 

d) The particulars of discrepancies find 
during audit. 

e) The queries that the audit clerk 
wants to make. 

f) The points to be shown in the audit 
report. 

g) Dates of commencement and the 
close of audit, etc. 

On the completion of audit (when points, 
incorporated in the audit note book have 
been attended to and the necessary 
information transferred to audit report) 
it is closed. This chapter emphasises how 
the audit notes are recorded in the audit 
note-book and how this book is closed. 

Exercise 6.1 

Recording of contents in the Audit 
Note Book 

You, as an audit clerk, noted a non¬ 


posting of an accounting-voucher, 
treatment of a capital expenditure item 
as a revenue expenditure item, 
undercasting of a purchase book and 
payment of donation without proper 
sanction. 

Besides the above discrepancies, the 
audit clerk is not sure whether the 
amount offered fo him as a gift from the 
client should be accepted by him or not 
How will you, as an audit clerk, enter 
the above details in your audit note book? 
Non-Posting of an accounting voucher. 

Procedure 

1 Note the specific voucher that has 
not been posted to the Day book in 
the audit note book. 

2. Find out how that voucher shoulc 
have been recorded in the day book 
3 Find out the effect of that non 
posting. 

4. Instruct the Accountant to complet( 
the posting through a rectifyln/ 
voucher. 

5. Complete the posting in the ledger. 

Treatment of a Capital Expenditure 
item as a Revenue Expenditure item 

Procedure 

1. Note the nature of error in the aud 
note book. 
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2. Ask the Accountant to prepare an 
Accounting voucher debiting the 
asset (that has been affected) and 
crediting the Revenue Expenditure 
item. 

3. In case the above error was not 
detected even after prep^ng final 
accounts, the accountant will be 
Instructed to debit the affected Asset 
A/c and credit P&L A/c. 

Under-casting of a Purchase Book 

Procedure 

1. Record the amount by which the 
purchase book has been uncast, and 
also note the month when It was 
totalled. 

2. Ask the accountant to pass the 
rectifying entry m the Accounting 
voucher, debiting the ‘Purchases 
A/c’ and crediting the ‘Suspense 
A/c’ 

3. Instruct him about ledger posting for 
this lapse. 

Payment of Donation without Proper 

Sanction 

Procedure 

1. Enter in the Audit note-book, the 
amount of donation, its date and 
non-seeking of the acceptance from 
the competent authority. 

2. Ask the accountant to procure 
sanction. 

3. In case the sanction is not presented, 
report the same to the principal 
auditor and mention also the effect 
of that on ‘P&L A/c.’ 

The amount offered to him as a gift 

1. Mentlonthe amount of present being 
offered to him. 


2 Seek advice from Principal Auditor. 

3. Enter his advice in the audit note 
book. 

Exercise 6.2 

Give the procedure of closing the audit 
note book. 

Procedure 

1. Ensure that proper action has been 
taken by the accountant on the 
lapses pointed out to him. 

2. Cancel the objection, if the desired 
action has been taken. 

3. Identify the matter to be reported and 
request the auditor to incorporate tlie 
same in the audit report. 

4. Cancel the points that have been 
entered tn the audit report. 

5. Put a special tick next to each of the 
points not yet accounted for and 
carry them over to the next audit 
phase/period. 

6.3 Practical 

How will you, as an audit assistant, close 
your credit note book on the basis of the 
following discrepancies discovered 
during a certain audit period : 

a) Salary paid to a clerk was debited to 
his personal account. 

b) There was an error in the balance of 
cash book. It was calculated as Rs. 
1500 instead of Rs. 1600. 

c) Depreciation of Rs. 500/- on 
Furniture was added to ‘Furniture 
A/c’. 

d) The full amount of advertisement of 
Rs. 20,000 is debited to P&L. Is it 
justified? 
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Procedure 

The audit note book will be closed in the 
following manner: 

First Item 

Salary paid to a clerk was debited to his 
personal account. 

1. Instruct the Account clerk to rectify 
the error by preparing an accounting 
voucher, where In salary A/c will be 
debited and clerk’s personal A/c wlU 
be credited. 

2. Instruct the accounts clerk to post 
same in the ledger. 

3. Verify the errors rectified by the 
Accounts clerk. 

4. Cancel the first error entered In the 
audit note book. 

Second Item 

There was cin error tn trie balance of cash 
book. It was calculated as Rs. 1500 
instead of Rs. 1600. 

1. Instruct the accounts clerk to rectify 
the error by preparing an accounting 
voucher, debiting the ’Ccish A/c’ and 
crediting the ’Suspense’ A/c with Rs. 
100 . 

2. Instruct him to post this to ledger. 

3. Verify that the instructions have been 


carried out. 

4. Cancel the second error entered In 
the audit note book. 

Third Item 

Depreciation on the Furniture, Rs. 500 

was added to ’Furniture A/c’. 

1. Instruct the accounts clerk to rectify 
the error by deducting Rs. 500 from 
the amount of furniture. 

2. Instruct him to put his initial at the 
cuttings. 

3. Verify that the instructions have been 
carried out. 

4. Cancel the third error noted tn the 
audit note book. 

Fourth Item 

The full amount of advertisement of 

Rs.20,000 Is debited to PfitL A/c. Is it 

justified? 

1. Send the treatment of advertisement 
to the auditor. . 

2. Receive his advice. 

3. Inform the accounts clerk 
accordingly. ^ 

4. Verify that necessary change, if 
required, is inserted. 

5. Ccmcel this question from the audit 
note book. 


PRACTICAL EXERCISE 


1. Give the procedure of recording the following discrepancies In your audit note¬ 
book (assume imaginary dates and figures): overcasting of sales book; complete 
omission of an entry; entry is recorded but the correspondmg supporting voucher 
is not traceable: amount of wages paid was debited to the worker’s account; 
and the amount of cash withdrawn from the Bank was entered In the cash 
book, but posting was not made to the Bank Account. 

2. How would you treat the errors and frauds discovered during the audit period, 

before closing the audit note book? ' 
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3 An audit assistant noted down the following discrepancies during an audit 
period: 1992 


Jan 10 

Sale of old furniture was credited to sales A/c 

Rs. 1700 

Jan 31 

Salary paid to a clerk was debited to his personal 



account 

Rs. 2400 

Feb 12 

Payment was made by cheque, but cash A/c 
was credited 

Rs. 1500 

Feb 29 

Purchase book was undercast 

Rs 1000 

March 12 

Amount of commission given to an agent 
@ 5% on sales of Rs. 10,000 was calculated as 

Rs 1000 

March 31 

Refreshments served to Accountant’s personal 
guests were debited to refreshment Account 
and credit to cash Account 

Rs. 100 


How should these errors be rectified? 



Exercise 7 


Preparation of Simple Audit Programme 


As you know, Audit Programme is a 
detailed plan of the audit work 
specifiying the procedure to be followed 
during the course of audit. It contams 
the areas of audit, work assignments, 
procedures to be followed by audit 
assistant etc. This unit has been 
designed to practice the preparation of 
simple audit programme. 

Steps for Preparing an Audit 
Programme 

a) Identify the areas of audit, like the 
audit of cash book, purchase book, 
sales book etc. 

b) Identify the audit assistant who will 
be doing the audit work. 

c) Assign the specific areas of audit to 
different audit assistants. 

d) Prescribe the procedures to be 

followed by each assistant for 
undertaking specific audits. 

e) Guide them about the audit tests to 
’ be undertaken. 

f) Prescribe the time to be taken for 
each assignment. 

Exercise 7.1 

Preparation of an Audit Programme 
for the Audit of Cash Book 

Audit assistant will be Instructed to 


undertake the audit of cash bo,ok in the 
following manner: 

Documents Required 

Cash vouchers, supporting vouchers, 
sanctions, chequebook, purchase order, 
counterfoils of pay-ln-slips, wage and 
salary sheets and pass book. 


Exercise 7.2 

Preparation of Integrated Audit 
Programme 

This is a programme wherein 
assignments are made to number of 
audit assistants, The procedure of 
developing such a programme is given 
below 

a) Divide the total audit work into 
comprehensive units like, cash book 
checking, cross tallying of cash book 
with bank pass book etc. 

b) Assign such unit/s among the audit 
assistants. 

c) Prepare a schedule showing the 
various tasks’ time period for such 
tasks and audit assistant who is 
carrying out the task. 

d) Audit programme for the tasks are 
shown in the following example : 
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S, No. Name of the client 

Period . from. 

. to . 


Examine 

Done by 

Remarks 

1, 

Whether the opening balance agree with 
the cash balance shown In the last year’s 
balance sheet 



2, 

Examine a few transactions regarding 
receipt of cash with the counterfoils of 

I the receipt book. 



3. 

Examine the cash receipt If any asset 
has been sold. Ensure that It is not 
considered as the rule of goods. 



4. 

1 

Check the cash payments with cash 
memos received. 



5 

Check the payments to creditors with 
cash receipts received from them. 



6, 

Check the payments into the banks with 
counterfoils of the pay-in-slip. 



7. 

Check the payments on account of 
wages/salaries with the duly signed 
voucher by the employee as also with 
the cheque book and pass book for cash 
withdrawn from the bank. 



8. 

Check whether cash book balance is 
correct. 



9. 

Prepare Banks Reconciliation statement 
to reconcile the cash balance as shown 
by the cash book and pass book. 
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Integrated Audit Programme 


Months 

19_ 

Ckish book checked 
vouched 
and balanced 

Posting of 
cash book 
checked 

Purchases 
book: each 
entry and 
total checked 

January 

V. K. 

R. L. 

S. K. 

February 

V. K. 

R L. 

S. K. 

March 

V. K. 

R L. 

S. K. 

April 

V. K. 

RL. 

S. K. 

May 

V.K. 

1 

R L. 

S. K. 

June 

V. K. 

R L. 

S. K. 

July 

V. K. 

R. L. 

S. K. 

August 
and as on 

V. K. 

R. L. 

S. K. 


V. K. = Mr. Vmay Kapur R. L. = Mr. Ram Lai 


S.K. = Mr. Shaktl 








Exercise 8 


FreparatioB of Audit Working Papers 


It has been already seen that auditors 
keep two types of working papers — 
papers of permanent nature like Articles 
and Memorandum of Association, 
Accounting Policies, etc, of clients and 
papers prepared on the basis of current 
audit like audit engagement letter, copy 
of audit programme, schedules of 
debtors and creditors, fbced assets, copy 
of audit report, etc. This practical unit 
emphasises the preparation of some 
simple working papers. 

Exercise 8.1 

Writing of Audit Engagement Letter 

This letter is written by the auditors to 
their clients In which they confirm their 
acceptance of audit engagement. The 
copy of this letter is an Important 
working paper. The following are the 
main Instructions for writing such a 
letter. 

Procedure 

a) Write Auditor’s address and date on 
the top of right hand and a little 
below but on the left hand side the 
salutation is written. 

b) Giving the reference of the client’s 
appointment letter, thank the client 
and give your consent to undertake 
the audit work of the client’s firm. 


c) Give the objectives ot engs^ement, 

d) Include the scope of audit work that 
you are likely to undertake 

e) Describe the manner of the conduct 
of audit;work, 

0 Mention the fee to be charged and 
other reimbursable expenses. 

g) Thank again In the concluding para' 
.graph for giving you an opportunity 
to work as auditor. 

h) Close the letter with usual address 
and put your signatures. 

The final get-up of the letter would be 
strictly according to the requirements of 
the Companies Act 1951, as amended 
from time to time. It will include the 
necessary test-checks of the accounting 
records and standard audit procedures 


SCHEDULES OF DEBTORS 

Note; Auditor should procure a schedule 
of debtor's balancing. He should venfy 
the debtor’s balances from Individual 
debtor’s accounts from the debtor’s 
ledger. He may confirm such balances 
by actually writing to ,the respective 
debtors. He keeps the verified schedules 
in his file as working papers. He,will 
ensure that this working paper is In the 
following form; 
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Audit Engagement Letter 


Sann & Associates 
51, Bank Street 
Karol Bagh, 

New Delhi 

21st February, 1993 


The Board of Directors, 

Alpha Co, Limited, 

Sena Nagar, New Delhi 

Dear Sir, 

We are thankful io you for considering our firm for appointment as 
auditors of your esteemed company. As desired, we are pleased to furnish 
the necessary Information. 

We shall he undertaking the nomination of the Balance Sheet of your 
company as on 31st March, 1993, as also of the Trading and Profit and 
Loss Account of this company for the year ended 31st March, 1993. 

We shall he incorporating the true and fair position of your financial 
treinsactlons In our report We have already geared up our resources and 
are developing, enclosing the audit programme for your concern. Your 
financial statements and accounting records will he analysed, vouched and 
verified. We will try to present the true and fair position of your financial 
statements. 

We will be charging a fee at Rs. 500 per hour. You will also reimburse the 
expenses incurred by us for the conduct of this audit. 

We thank you once again for giving us a chance to discharge our 
professional duty. We shall be glad to give you any other information If you 
so desire. 


Yours Sincerely, 


Sd/ Partner 

For Sarin and Associates 
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Debtor’s Schedule 

a) Ensure that the goo d debts are given 
first. 

b) Ebcamlne that the second categoiy of 
debtor’s balances contain debts 
considered good for which the 
company holds no security other 
than the debtoi^s personal security. 

c) See that the next Item debts Is 
considered doutbfuT and bad. 

d) See that provision, If any, has been 
shown as deduction from the 
debtor’s balances. 

Exercise 8.2 

Maintaining the file of Permanent 
Working Papers 

You as an audit clerk give procedure to 

keep working paper in permanent 

working papers file. 

Procedure 

a) Prepare a sheet of paper containing 
the name, address and telephone 
number of the client. 

b) Prepare a brief description of the 
nature of client’s business. 

c) Procure the copies of Memorandum 
and Articles of association in case of 
a company, a partnership deed or a 
partnership business. 

d) Place copies of Important legal papers 
In this file. 

e) Prepare an evaluation assessment of 
the system of Internal controls. 

f) Keep the copies of audited financial 


statements of previous years. 

g) Ask for a list of persons authorised 
to sign cheques, contracts, etc. 

h) Prepare a list of accounts books, 
records and procedure, etc. 

1) Prepare a copy of the client’s 
accounting policies. 

j) Take down extracts of important 
minutes of the Board Meetings and 
General Meetings relevant to the 
audit. 

k) Any other relevant information. 

Exercise 8.3 

Maintaining the file of Current 
Working Papers 

Auditor will prepare or procure the 

following working paper for this file — 

Procedure 

a) Place the letter of appointment and 
the copy of the letter of Audit 
Engagement. 

b) Place a copy of the annual accounts 
along with relevant schedules. 

c) Place on record that the audit- 
assistant’s work was supervised. 

d) Keep copies of letter or notes 
concerning auditor’s points 
exchanged with client. 

e) Place a copy of the list of missing 
vouchers. 

f) Keep a copy of the Audit Report. 

g) Keep a copy of Bank Reconciliation 
statement. 

h) Keep a copy of the plan of the next 
Audit. 


PRACTICAL EXERCISES 


1 How will you prepare permanent and current files of working. 
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2 Suppose you have been appointed as an auditor of Goodluck Traders, a firm 
dealing In readymade shirts and trousers. How will you prepare the Audit 
Engagement letter? Write a letter that you will be sending to them 

3, How wlllyou advise your client for the presentation of Book Debts In the Balance 
Sheets? 



Exercise 9 


Vouching of Cash Book 


9.1 Introduction 

Vouching Implies the checking of 
accounting entries with the help of 
vouchers. You are already aware of the 
theoretical knowledge of how the 
different books of accounts are vouched 
with the help of vouchers. This unit 
explains the practical process of 
vouching such books. 

9.2 Practical 

Vouching of debit side of Cash Book 

9.2,1 Procedure 

1) Steps in Vouching 

a) Compare the opening balance of 
the cash book with the cash In 
hand and shown In the audited 
Balance Sheet of the previous 
year. 

b) Compare the opening balance of 
cash book of each month with the 
closing cash book balance of the 
previous month. 

2) Cosh Sales 

a) Check the cash sales memos with 
the summary of dally sales. 

b) Check the summary of dally sales 
with cash book. 

c) Check the sequence of the cash 
memo numbers. 

d) Check the Calculations of the 


summaries of dally cash sales, 

e) In case the automatic cash 
register is being used, check the 
totals of the cash book with those 
of the till rolls. 

3) ReceiptsJrom Debtor's 

a) Check the counterfoils of the 
receipts Issued to debtor’s and 
compare them with the' 
corresponding entries In cash 
book. 

b) Ensure that dlscoimt allowed to 
debtors is according to the used 
terms of the trade. 

c) Check the debtor’s ledger and 
find out the amounts paid by 
them as also the amounts yet to 
be paid by them. 

d) If possible, contact the debtors 
and verify the truths of debts and 
receipts from them. 

4) Income from Interest 

a) Verify the agreements on the 
basis of which amount was 
Invested. 

b) Examine the pass book, If the 
amount has been deposited into 
the Bank. 

c) Ensure the timely receipt of 
Interest. 

d) Examine the investment ledger if 
any. 
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5) Income from Rent 

a) Examine the Rent Deed and 
ensure the amount of rent is 
being received accordingly 

b) Check the counterfoils of receipts 
Issued to the tenants and 
compare them with the cash 
book entries. 

c) Ensure that proper adjustment 
entries have been made for the 
outstanding and rent received in 
advance. 

6) Amounts Received on Account of Bill 

Receivable 

a) Compare the cash book entries 
with the Bill Receivable Book. 

b) In case of bill discounted with 
Bank vouch the proceeds from 
the discount book. 

7) Commission Received 

a) Vouch it from the agreements. 

b) Check the counterfoils of-the 
receipts Issued on the receipt of 
commission. 

c) If possible contact the parties for 
verifying the truth of the receipt 
of such amounts. 

d) Check the calculation of the 
commission 

8) Subscriptions 

a) Compare the cash book entries 
with the counterfoils of the 
subscription receipt book and 
with the published list of 
members. 

b) Compare the cash book entries 
with the register of subscribers 
also. 

9) Sale of Fixed Assets 

a) Compare the cash book entries 
with contracts of sale and 


correspondence with the buyers. 

b) Check the auctioneers’ accounts 
also. 

10) Insurance Clams 

a) Examine the correspondence 
with the Insurance company for 
the settlement of claims. 

b) Check the accounts submitted by 
valuers and insurer. 

11) Miscellaneous Receipts 

Study the nature of receipts, examine the 

relevant papers and the corresponding 

accounting records. 

9.3 Practical 

Vouching of payment or credit-side of 

cash book 

9.3.1 Procedure Steps in Vouching 

1) Payment of Wages 

a) Examine the system of Internal 
check relating to the preparation 
of wage-sheets. 

b) Check the costing and 
calculation of wage-sheets, 

c) Compare the CEish book entries 
with the details shown in the 
wage-sheet. 

d) Ensure that payments have not 
been made to dummy workers. 

e) Ensure that overtime wages are 
paid according to rules, 

f) Vouch such wages with the 
attendance, work-records and 
the receipts from workers. 

g) In case of piece wage system, 
examine the production cards 
maintained by the foreman. 

2) Payment of Salaries 

a) Compare the cash book entries 
with the salary register, 
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b) Compare the total amount of 
salaries with the cheque drawn 
for salaries or the amount shown 
In the cash column of the cash 
book, 

c) Verify the Increase in salanes 
from the copies of appointment 
or promotion letters, personal 
files and from sanctions of the 
competent authority. 

3) Purchase of Goods and Payments to 

Creditors 

a) Check the cash purchases from 
the cash memo Issued by the 
suppliers 

b) Ensure that the amount of cash 
purchases has been shown after 
deductions on account of trade 
discount. 

c) Vouch the payments for credit 
purchases from Invoices and 
cash receipts given by the 
suppliers. 

d) Compare the advance payments 
to suppliers with the supply of 
goods letter. 

e) If possible, contact the suppliers 
and verify the payrments made to 
them 

4) Capital Expenditure 

a) Verify the sanction of the 
purchase of assets. 

b) Compare the pajmients of the 
purchase of machines, furniture, 
etc. with invoice and receipts, 
issued by the suppliers. 

c) For payments made for the 
purchase of land and buildings, 
compare broker’s statement, 
transfer deed etc. 

d) For the purchase of patents, 
• assignment and receipt, agent’s 


account should be examined. 

e) For investments, examine the 
broker’s Bought Note and the 
receipt. 

For investments in new shares, check 

letter of allotment and bank receipt. 

5} Payment of Commission 

a) For rate of commission, check the 
agreements with salesman. 

b) For determining the amount of 
sales, check the sales order 
register. 

c) Ensure that commission has 
been calculated on net sales. 

6) Travelling Expenses 

a) Ensure that in incurring the 
travelling expenses, existing 
rules have not been violated 

b) Examine the recelpii and see 
that payment has been 
sanctioned by a competent 
authority 

c) Examine the expenses on lodging 
and boarding and other expenses 
incidental to the journey 

7) Insurance Premiums 

a) Vouch the payment of Insurance 
premium through the receipts 
issued by the insurance 
company. 

b) Examine also the Insurance 
policies. 

c) Ensure that the various assets 
have been Insured for proper 
amounts. 

8) Bills Payable 

a) Vouch the payments of bills 
payable with the returned bills 
that have been cancelled. 

b) Compare the schedule of bills 
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payable with the hills payable 
book, 

c) Verify the relevant entries from 
the Pass Book and Cash Book. 

I 

9) Freight, Carriage and Customs/ 

Excise Duties 

a) Vouch these items from the bills 
and statements Ispued by 
transporters, clearing and 
forwarding agents and cash 
receipts sent by them. 

b) Check bill of entry/sight for 
customs duties. 

c) Check chalan from the excise 
controller for vouching the 
pa 5 rment of excise duty. 

10) Partners'Drawings 

a) Vouch the payments of drawing 
from partnership deed. 

b) Payment of interest on drawings 
should also be vouched from the 
partnership deed/agreement. 

c) Check also the partner’s drawing 
books and their drawing 
accounts. 

11) Petty Cash 

a) Ch eck the Imprest amo unt given 
to petty cashier with the laid 
down policies. 

b) Check the payment by 
comparing the cash book iintl 
petty cash book entries 

c) Check the vouchers pertalnmg to 
petty expenses. 

d) Count the petty cash balance on 
the balance sheet date. 

PRACTICAL EXERCISES 

1. Give the steps m vouching the debit 

side of cash book, 


2, Give the process of vouching the 
credit side of cash book 

3. How will you vouch the following ? 

a) Cash Sales 

b) Payment of Wages 

c) Capital Expenditure. 

9.4 Practical 

Vouching of books other than cash book 
Like the vouching of cash book, auditor 
should vouch the books qf accounts also. 
The procedure for vouching of some such 
books are given below— 

9.4.1 Procedure 

1) Vouching of Purchase Books 

a) Check the particulars of invoice 

b) Ensure that the Items pertain to 
goods only. 

c) Check the castings of the invoice. 

d) Compare the Invoice with the 
order book 

e) Compare the invoice with the 
corresponding entry In the 
purchase book. 

f) Check the total of the purchase 
book, 

g) Cancel tlie mvoice after posting 
It to the purchase book so that It 
may not be entered again in the 
purchase book. 

h) Compare the purchase book 
entries with the goods Inweird 
book and stock register, in case 
the goods have been returned to 
suppliers. 

Vouching of Sales IBook 

a) Check the sales book entries with 
the copies of the invoices and 
customer's orders, 

b) Ensure that no entry has been 
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omitted from the sales book, 

c) Check the sub-totals, main total 
and other calculations of the 
sales book 

d) Check the sub-totals, main total 
and other calculations of the 
sales book. 

e) Ensure that discount has not 
been Included In the amount of 
goods sold. 

- f) Compare the sales book entries 
with the corresponding entries in 
the goods outward book. 

g) Vouch the return of goods from 
Gate Keeper’s Return Inward 
Book and the stock register. 

h) Ensure that the goods sold on 
sale or return basis, are 
considered as sales only when 
the buyer agrees to retain the 
same. Otherwise it should be 
shown at cost or market price 
whichever is less, in the client's 
final accounts. 

3] Bills Receivable Book 

a) Vouch the entries in bills 
receivable book from the 
correspondence that heis taken 
place with the client and his 
customers. 

b) Compare the bills and receivable 
book entries with the 
corresponding entries in the 
sales book and goods dispatch 
register. 

c) Vouch the discounted bills from 
the cash book and pass book 

d) Examine physically those bills 
receivable which are yet to 
mature. 

e) Vouch the bills sent to the bank 
for collection from the banker’s 
certificate issue to that effect. 


4) Bills payable book 

a) Vouch the entries in Bills payable 
Book from the correspondence 
that has taken place between the 
client and the supplier of goods. 

b) Compare the bills payable book 
entries with the corresponding 
entries In the purchase book and 
hiWEird goods register. 

c) Ensure that the payment has 
been made or bill renewed 
according to terms and 
conditions. 

d) Verify the bills which are yet to 
mature. 

e) Examine that bills have been 
accepted for a genuine purpose. 

5) Bought Ledger or Purchase Ledger 

a) EScamlne the system of internal 
check being applied to this book. 

b) Vouch the bought ledger entries 
from the purchases and 
purchcise return books. 

c) Check the opening balance of 
each creditor’s account from the 
audited balance-sheet on the 
previous year. 

d) Compare the creditors’ balance 
with the statements supplied by 
respective creditors. 

e) Ensure that reasonable amoimt 
has been provided for contingent. 

0 In case of a debit balance in the 
bought ledger, ensure that — 

1) The payment might have 
been made to such creditor 
li) Goods might have been 
returned. 

ill) Allowemce might have been 
adjusted due to defective 
goods. 

Iv) Such a balance is shown in 
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the assets side of the balance 
sheet. 

6. Sales Ledger or Debtors' Ledger 

a) Examine the system of internal 
check applicable to sales ledger. 

b) . Compare the opening balance of 

each debtor with the 
corresponding balance in the 
audited balance sheet of the 
previous year. 

c) Compare the posting of this 

ledger with the sales book 
returns inward book, cashbook, 
Journal, bills receivable book, 
copies of the invoices sent to 
buyers of goods and 

correspondence between the 
client and debtors. 

d) Vouch the credit entries of 
debtors' accounts for cash 
discounts, returns, allowances 


etc. from the terms of sales, debit 
notes returns inward book, 
authorisation notes of the 
competent authority, etc. 

e) Check the debtors’ balances with 
the Debtors’ statement of 
accounts as test checks. 

f) Examine that a reasonable 
provision is made for bad and 
doubtful debts. 

7) Journal Proper 

a) Vouch the opening entries from 
the audited balance sheet of the 
previous year. 

b) Vouch the closing entries from 
trading and profit and loss 
account of the previous year. 

c) Vouch the adjusting entries from 
correspondence, resolutions of 
the meetings, memorandum and 
articles of association, 
accounting policies, etc. 


PRACTICAL EXERCISES 


1. Give the steps of vouching — 

a) Purchases Book 

b) Sales Book 

c) Bills Receivable Book 

d) Bills Payable Book 

2. How will you vouch the bought ledger and sales ledger from purchase and sales 
book respectively? 

3. Give the process of vouching the journal proper. 



Exerqse 10 


Preparation of Audit Check-list 


10.1 Introduction 

As the readers know, auditor usually 
prepares a list consisting of points on 
the basis of which auditor performs his 
audit work. Different check-lists are 
developed for different situations. In this 
unit some situations have been taken 
and check-lists have been developed 
according to the nature of audit 
situation. The exposure will sharpen 
students' skills tn developing check-lists 
for various audit situations. 

10.2 Practical 

List the documents required and the 
grinding points for the audit of sales 
Book. 

JO.2.1 Documents Required 

Copies of Sales Invoices/Bills, 
Customers, Price List, Delivery Challans, 
discount policies, Freight Advice, Gate 
Pass, Packing Slips, Transfer Vouciiers. 

Check-list Points 

a) Compare the sales book entries 
with the transfer vouchers of 
credit sales. 

b) Compare the sales book with 
supporting vouchers like the 
copies of invoices/bills. 

c) Compare the details of each sales 


book entry from the 
corresponding details given In 
the transfer vouchers and 
supporting vouchers. 

d) Check the calculations of the 
invoices/bills and see that the 
correct amounts and sub- 
amounts have been transferred 
to the sales book. 

e) Compare the rates as shown In 
the sales book with those given 
tn the price lists. 

1) Check the contents of the 
customer’s order and ensure that 
the compliance of the order has 
been proper. 

g) Check the delivery challans and 
compare Its contents with the 
sales invoice. 

h) Verify discounts allowed, If any, 
with the help of discount policies 
of the client's enterprise. 

i) Compare the items given in the 
sales invoice with the packing 
slips. 

j) Check the gate pass to ensure 
that the quantity and quality of 
goods taken out of the go down 
match with details given tn sales 
invoice. 

k) Examine that the freight shown 
in the invoice is according to the 
freight adrdce of the carriers. 
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1) Exfunine that credit sales have 
been sanctioned by a competent 
authority, 

10.3 Practical 

Documents and action points for the audit 

of Journal proper 

10.3.1 Documents Required 

Supportmg vouchers, Transfer vouchers. 

Sanctions, Financial Statements. 

Action Points (List Checks) 

a) Compare the Journal entry with the 
corresponding supporting vouclier 
and the transfer voucher e.g. Journal 
entry of credit purchase with 
purchases under supplier’s Invoice 
and transfer voucher 

b) Examine the sanction of the 
competent authority for the 
transaction. 

c) Compare the closing entries v/ith the 
audited trading and profit and loss 
account of the previous year. 

d) Compare the opening entnes with 
the audited balance sheet of the 
previous year 

e) Check calculations of the prepaid 
and outstanding expenses, 
depreciations, etc. 

10.4 Practical 

Action to be taken for the errors detected 

during list checks 

10.4,1 Procedure 

During auditing you found that on 


several occasions a purchaser's order 
and entries in the sales book perfectly 
match, whereas goods outward book 
showed that more niimher of unas u ere 
actually despatched. What action v.dll 
you take in the capacity of the auditor of 
that firm? 

Actioi'i Points 

a) Check the opening stock from the 
stock register and audited balance 
of the previous year. 

b) Check the certificate of the officer 
who physically verified the stock at 
the close of the previous year. 

c) Ensure that the unsold stock as 
shown in the last year’s balance 
sheet and as verified physically at the 
close of the previous year Is die same 
in quantity, 

d) Check the goods received on account 
of purchases and sales returns from 
the stock register and the suppliers 
invoices and notes sent to tliem. 

e) Check the goods dispatched on 
account of sales and purcahses 
returns from the stock register copies 
of the Invoices and debit notes sent 
to them. 

1) Count the units lying in the godown, 

g) Note down the units that have been 
misappropnated. 

h) Fix up responsibility of the 
misappropriated units. 

i) Report to the client about this 
misappropiiafaon and enter this fact 
in this report. 
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PRACTICAL EXERCISE 


1. Prepare a check-list for the audit of the following ; 

a) Cash Sales 

b) Despatch Register 

c) Sales Return Book. 

2 Prepare action points that you will undertake if you, as an auditor, find that 
amount has been paid for a dummy purchase. 

3. An audit assistant prepare the following action plan for auditing Journal proper. 

a) Check closing entries from the trading and profit and loss account of the 
previous year. 

b) Verify the sanctions for various adjustment entries. 

Modify and update the above list. 



Exercise 11 


Obtaining Confirmation of Balance from 
Debtors and Creditors 


11.1 Introduction 

Confinnation of balances from debtors 
and creditors may be required to check 
the validity of such balances and to 
detect any error or fraud that has taken 
place. For this purpose, letters are sent 
to accounts. This practical unit alms at 
explaining how such Information is 
obtained. 

11.2 Practical 

Obtaining the confirmation of balances 
from debtors/creditors, 

Action Points 

a) Determine the period for which you 
want the client's debtor/creditor to 
send the statement of account. 

b) Ask the client to write a letter 
requesting him to send the statement 
of account for a particular period. 

c) Ask the client to write to the debtor 
to confirm the balance direct to the 
auditor. 

d) Compare the statement of accounts 
with the recorded transactions. 

e) Label deviations, if any: 

f) Find out the reasons of deviations 
and take tlie necessary action. 

Note ; If the number of debtors/creditors 
Is small, such letters may be sent to all, 


otherwise such a task may be 
imdertaken on test basis, 

11.3 Practical 

Confirming balances Jrom^btors 
Suppose you are a partner In an auditor’s 
firm named as ‘Batra & Associates, Karol 
Bagh, New Delhi’. Instruct your client Jai 
Dev & Co., Chandnl Chowk, Delhi to 
write to their debtors ‘Mllkhl Bros., 
Jaipur to confirm their debit balance. 

Follow the steps to be undertaken as 
given below and write the necessary 
letter oil behalf of your client to Mllkhl 
Bros. 

Steps 

a) Determine the period from the last 
balance sheet for which transactions 
with the debtors are to be considered. 

b) Find out the debit balance as shown 
by Mllkhl Bros’'Account. 

c) Instruct the clients ‘Jal Dev & Co.’ 
to write to their debtors ‘Mllkhl Bros.’ 
to confirm whether their debit 
balance Is correct or not. 

d) Incorporate in the letter the various 
despatches of goods sent to them. 

e) Ask them to send a letter confirming 
the balance or otherwise clarifying 
where the amounts are Incorrect or 
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some transaction is/are mlssiug. 

A letter from tlie client will be written 
in the following way— (On client's letter - 
head) 

Jai Dev & Co. 

Chandni Chowk, Delhi 
M/s. Mllklii Bros., 

Jaipur 
Dear Sirs, 

In connection with the audit of our 
accounts, we request you to confirm to 
our auditors ‘Batra & Associates’, Karol 
Bagh, New Delhi', that the balance of Rs. 
17,430 due to you as on 31st December. 
1996, according to our books, is correct. 
The details of the balance are as under. 


Invoice 

Date 

Amount (Rs.) 

Number 


137 

20 02,1995 

10,000 

341 

23.05,1995 

21.000 

604 

21.09.1995 

7,430 

711 

20.12,1995 

5,000 

As against (lie above rates, you have 
send the amounts as under — 

Amounts Received (Rs.) 

Date 


10,000 

20.03,1995 


11,000 

23.06.1995 


5,000 

21.10,1995 

Plea 

se wnte directly to 

our auditors 


about the details of transaction that exist 


In your books 

Yours faithfully 
sd/- 

(Fcr Jai Dev & Co ) 

11.4 Practical 

Conjirmabon of balances from creditors 
Auditor may like to veilfy whether the 
balances shown by creditor's accounts 
are correct or not. Alter the verification 
of the documents he may, as a test, like 
to confirm directly from the credltois. For 
this, the following action points are to 
be followed. 

a) Determine the period (from the last 
balance sheet date till the date of the 
present audit) for which the pre,sent 
audit IS to be conducted. 

b) Take down the copy of ti ansactlons 
during that period. 

c) Ask the client to wnte to his creditor, 
requesting him to continn whether 
the transaction with him as shown 
in the letter are correct or not. 

d) Ask the cltent to request to the 
creditor to supply such information 
directlj'- to the auditor. 

e) Compare tlie information supplied by 
the creditor witli the transactions 
that have taken place. 

f) Detect deviation, if any. 

g) Take the necessary action if some 
deviations are detected. 


PRACTICAL EXERCISES 


1 Enumerate tlie steps required to confirm debtor's balances shown in the books. 

2. Suppose you are an audit assistant of a firm of chartered accountants Tayal 
and Associates. You are asked by your principals to draft a letter on behalf of 
die clients 'Savlkar Stores’ to be written to one of their creditors ‘Mllldia Stores’ 
containing a request for the confirmation of their credit balance. Giving the 
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imaglnaiy details of the transactions that took place during a given period, 
draft a suitable letter. 

3. Contmulng the above question, unte a suitable reply on behalf of ‘Mllkha Stores* 

a) Confirming the balances as correct 

b) Staitmg some Inaccuracies In the transactions and giving correct details. 



Exerqse 12 


Verification of Assets and Liabilities 


12.1 Introduction 

You have already gone through the 
theoretical explanation regarding the 
verification of assets and liabilities. In 
this unit, emphasis has been laid on the 
practical procedures to be adopted by the 
auditor for verifying the balances of some 
important assets and liabilities. 

12.2 Practical 

Verification, of Plant and Machinery 

12.2,1 Procedure 

a) Note down the balance as shown on 
the date of balance sheet. 

b) Examine how this balance has been 
airrived at. (Auditor should see the 
original cost after taking Into account 
the freight, erection charges etc. and 
providing a reasonable amount of 
depreciation year after year. 

c) Inspect the plant and machinery with 
the help of some expert valuer. 

d) Examine the title of plant and 
machinery l.e., examine Its 
ownership. For this check the copy 
of the purchase contract, invoice 
recepits, purchase order and other 
relevant documents. 

e) If plants and machinery have been 
pledged, examine the conditions of 
loan, amount, rate of interest, etc. 


12.3 Practical 

Ver^cation of Land and Buildings 

12.3.1 Procedure 

a) Note doAvn tlie balance as shown In 
the balance sheet. 

b) .Examine the site where land and 
buildings are located. 

c) Determine the ownership of land and 
buildings. 

d) In case of freehold land and 
buildings, examine the title of these 
assets through the purchase deed. 

e) Verify the leasehold land and 
buildings through lease-deed. 

f) In case these assets have been 
mortgaged, examine the certificate 
Issued by the mortgagee or his legal 
adviser. 

g) In case these assets have been 
purchased during the year, examine 
the purchase documents like 
purchase contract, assessment 
notice, etc. ' \ 

h) in case the buildings are under 

construction, examine the contracts 
made with thfe builders, i^eceipts of 
cash paid to the contractors and 
architects. ' ' 

1) If client’s own staff Is engaged In the 
construction activities, examine that 
the cost of material, wages. 
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supermisslon charges etc. have been 
properly allocated. 

j) Ensure that freehold land has been 
shown at cost. 

10 Ensure that reasonable amount of 
depreciation has been deducted from 
leasehold land and buildings. 

12.4 Practical 

Verging the existence of stock 

12.4.1 Procedure 

a) Procure a copy of physical stock- 
\ taking undertaken by the client's 
\ staff. 

b) Xoet details of stocks lying at different 

Waces. 

c) Obtain the stock records of each 
)lace. 

d) ' Undertake test check of at least 5% 

p{ the items to verify whether they 
Icornmensurate with the stock 
/ records. 

e) / Compare the rough original stock 
/ sheets with the fair copies of stock 
/ sheets and note down deviation, if 
/ aiiy- 

/f) Ensure that invoice should have 
/ been received with the goods. 

/ g) Ensure that items other than 
' inventories have not been included 
in the stock. 

h) Ensure that the veilue of stock shown 
in the balance sheet is valued at cost 
or market price, whichever is less, 

12.5 Practical 

Verifying Trade Creditors 

12.5.1 Procedure 

a) Procure the schedule of creditor’s 
balances from the client and 
compare It with the creditors’ 


accounts in the ledger and the 
statements of accounts received from 
the creditors. 

b) Examine the purchase invoices 
received in the first month of the 
current trading period to find out 
whether they belong to the current 
year or the previous year. 

c) Ensure that all credit purchases 
during the year have been Included 
in the purchases and that the 
suppliers accounts have been 
credited. 

d) Examine the goods Inward book to 
examine that the goods purchased 
have actualty been received. 

e) Substantiate the returns outwards 
with the credit notes received from 
the creditors or the debit note sent 
to them. 

f) Compare the percentage of the gross 
profit with that of the previous year 
and examine whether there is any 
major shift in the trend. If so, find 
out the reason for that. 

g) Initiate enquiry, if the debt has not 
been paid for a long time. 

h) Compare the total amount of trade 
creditors with that of the previous 
year. Examine the reason if there is 
wide gap. 

12.6 Practical 

Contingent Liabilities 
There are certain liabilities which may 
or may not arise at a future date. For 
the verification of such liabilities the 
following steps should be taken — 

12.6.1 Procedure 

a) Ensure that an contingent liabilities are 
coirectfy Mcertalned and properly 
shown as a note to balance sheet. 
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b) Examine the miimtea books to find 
ouL any mention of such liabilities. 

c) Inspect tlie relevant contracts, 

d) Consult the client’s solicitor to assess 
the value and genuineness ol such 
valuers, 

e) Mahe an inquiry and discuss witli 


the client’s staff regarduig conthigent 
liabilities. 

fl At the conclusion of audit, obtain 
certificate from the competent 
authority that all contingent 
liabilities have been properly 
disclosed. 


PRACTICAL EXERCISES 


1 How will you iiadertalce the verification of the following assets ? 

a) Furnltme and Fixtures 

b) Buildings 

c) Cash In hand 

d) Inventories 

2 Give the procedure for the verification of the following liabilities. 

a) Trade creditors 

b) Bills payable 

c) Contingent liabilities 

d) Outstanding expenses 



Exercise 13 


Certifying the Accuracy of Final Accounts 


13.1 Introduction 

Auditor Is required to audit the various 
books of accounts and give true and fair 
position of the financial statements, He 
Is also required to certify the accuracy 
of the final accounts, Final accounts 
contain the summary of all other books 
of accounts Therefore, certifying 
accuracy of the fhial accounts implies 
that records m the books of original entry 
and ledger accounts are aKo accurate. 
This unit alms at determining the 
accuracy of final accounts. 

13.2 Practical 

For determining the accuracy ofTrading 
and Profit and Loss Account: Documents 
Required 

Trial Balance, Audit Note Book, 
Sanctions, 

Audit Procedure ofTrading and Profit 
and Loss Account 

13.2.1 Procedure 

a) Check from the audited trial balance 
whether relevant revenue account 
balances have been posted correctly 
to the appropriate accounts, viz, 
Manufacturing Account, Trading and 
Profit and Loss Account or Income 
and Expenditure Account, as the 


case may be 

b) See that the vanous adjustments like 
outstanding and prepaid expenses, 
depreciation, etc. have been properly 
accounted for. 

c) Ensure that such Items are based on 
accounting policies and sEmctlon 
from the competent authority. 

d) Check the castings and the balanc es 
of trading and profit and loss 
account. 

e) Ensure that net profit / net loss has 
been properly transferred to capital 
account. 

f) After complying with the above steps 
certify the corrections of trading and 
profit and loss account, 

g) Ensure that the balance sheet is 
properly annexed with various 
detailed schedules for capital, 
reserves and suiplus, secured and 
unsecured loans, creditors, fixed 
assets, investments, stocks, sundiy 
debtors, balances with various banks 
etc. 

h) Check the above schedules with the 
trial balance and other relevant 
subsidiary ledgers/registers to verify 
accuracy of the schedules, 

1) Check the validity and accuracy of 
the statements attached to the 
balance sheet. 
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PRACTICAL EXERCISES 


1. List the documents that are required for the audit of final accounts. 

2. How will you determine the accuracy of final accoimts? 

13.3 Practical 

Determining the accuracy of the balance sheet. 

13.3.1 Documents Required 

Tnal Balance, Audit Note Book, Sanctions, Accounting Policies, Trading 

and Profit and Loss Accounts. 

13.3.2 Procedure 

a) Check that the balances of all real and personal accounts have been 
properly posted from the audited trial balance. 

h) Ensure that the sequence of the assets and liabilities has been 
maintained according to the prescribed format. 

c) See that all the adjustments have been properly accounted for tn the 
balance sheet. 

d) Ensure that all the adjustments are based on the sanctions of the 
competent authority or on the recognised account policies. 





Exercise 14 


Clieckiiig of Compliaiice with Statutory 
Requirements 


14.1 Introduction 

Readers are familiar with theoretical 
considerations of compliance with 
statutory requirements Provident fund, 
Employees State Insurance, and Group 
Insurance. In this chapter, some 
practicals regarding such statutory 
requirements have been emphasised. 

14.2 Pi;actical 

Checking compliance with statutory 
requirements of Provident Fund (P.F.). 

14.2,1 Procedure 

a) Check whether the client's 
organisation falls within the scope of 
P.F. requirements or not. (This may 
be ascertained by the number of 
employees working in the client's 
organisation. If the number is 20 or 
more, P F. accounts should be 
maintained. 

b) Check and streamline the system of 
Internal check of P.F. operations. 

c) Check that correct amount of P. F. is 
being deducted from each employee’s 
pay. 

d) Check that correct amount is being 
contributed by the client in each 


employee’s P F. account. 

e) Check that loans given from P.F. 
accounts fall within the rules, 

f) Check that instalments are being 
refunded as per agreements, 

g) Report any abnormal irregularity 
noticed in the P.F accounts of the 
employees. 

14,3 Practical 

A factory is covered under the scheme 
of E.S.I, The prescribed rates of 
contribution towards E.S.I. Fund are 
Employer’s Contribution = 5% of the 
wages 

Employee's Contribution = 2.25% 

Amount so calculated is to be rounded 
off to the next higher multiple of 50 palse. 

There are two categories of workers. 
Each worker of the first category gets a 
monthly pay of Rs, 2000 and the second 
category, Rs. 1500 each. There are 15 
workers of the first category and 10 of 
the second category. Your client has 
deposited Rs. 2200 as his contribution 
andRs, 1100 as employee’s contribution 
Verify whether the appropriate 
amount has been deposited Into the ESI 
Fund or not. 
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14.3,1 

a) Find employer’s contribution for each 
employee of the first categoiy: 

It will be . — X 2000 = Rs. 100 per 
employee 

b) Find employer’s total contribution for 

" 15 employees of the first category: 

= lOOx 15 = Rs, 1500 

c) Find employer’s contribution for each 
employee of the second category. 

It will be = -^x 1500 = Rs. 75 
100 

d) Find employer’s total contribution for 

10 employees : 75 x 10 = 750 

e) Find total contribution by the 
employer for both the categories of 
workers- 1500 + 750 = 2250 

f) Find each employee’s contribution 
in the first category. It will be 225/ 


100 X 1/100 X 2000 X = Rs. 45. 

g) Find total contribution of 15 
employees in the first category ■ 
45xl5=Rs 675 

h) Find employer’s contribution of each 
employee of the second category. It 
will be = 225/100 x 1/100 x 150 = 
Rs. 33.75 

1) Find total contribution of 10 
employees in the second category: 
33.75 xlO = Rs. 337.50 

j) Find total contribution made by 

employees : 675/375.50 = 

Rs. 1050,50 

k) Advise your client that the iotal 
employer’s contribution should have 
been^, 2,250 Instead ofRs. 2,200 
and that of employee’s should be 
Rs. 1050 50 in place of Rs. 1100. 

l) Advise the accounts department to 
make the necessary corrections in 
the books of accounts. 


PRACTICAL EXERCISES 

1 Give the procedure for checking In compliance with the statutory requirements 
of Provident Fund. 

2, Alpha Ltd Is covered under the scheme of ESI. The prescribed rates of the 
contribution towards ESI Fund are — 

Employer’s contribution — 5% of the wages 
Employees’ — 2.25% of the wages 

Amount so calculated is to be rounded off to the next multiple of 50 palse 
There are two categories of workers. Each workei of the first category gets a 
monthly pay of Rs. 2400 and that the second category, Rs, 1600 each. There are 10 
workers of tiie first category and 2 0 of the second categoiy. Your chent has deposited 
Rs. 2000 as his contribution and Rs. 2500 as employees’ contribution. 

Examine whether correct amount has been paid or not. If not, what should have 
been the appropriate amounts ? 



Exercise 15 


Audit Programme for Interna! Check 
and Control 


15.1 Introduction 

Internal Check and Reporting 

Audit programme for Internal check and 
Control. 

Readers know that Internal control is c) 
a wide term and it Includes internal 
check, internal audit and other 
managerial checks for the smooth 
conduct of the business. Internal check 
is the allocation of duties in such a way g) 
that each accounting personnel 
undertakes a wholesome part in the 
accounting work, in such a way that, 
besides doing the respective accounting 
assignments, each of them checks the 
work of some other person. Such checks 
and counter-checks put restraints on 
eiTors and mistakes. Similarly internal 
control, besides incorporating the 
Internal checks, extends Its activities in 
checking other areas of the organisation 
also. This part has been designed to 
expose how such controls are exercised 
for different Items. 

15.2 Practical 

Internal checks for Cash Receipts 

15.2.1 Procedure 

a) Ensure that the Incoming mall Is 


being opened under the supervision 
of a responsible officer. 

See that an official makes a rough 
record of the receipts of cheques and 
cash. 

Ensure that all the cheques and 
bank drafts are crossed and have 
mark "Not Negotiable” on them. 

Let the Book-keeper enter the 
amount of receipts in the cash book. 
Another person may be asked to 
compare the amount entered tn the 
rough note book with that of the cash 
book. 

f) D eposlt all the receipts Into tlie bank, 

g) Ensure that the receipts have been 
issued on printed and serially 
numbered proforma 

h) An official to check the counter foUs of 
pay-in-sllps against the documents 
recording receipts of cash and cheques. 

1) See that different persons are 
deputed for: 1) Selling goods, It) 
receiving cash, and 111) entering the 
same hi the books of accounts. 

15.3 Practical 

Internal checks for Cash Payments 

15.3.1 Procedure 

a) Ensure that payments are made by 
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a person who does not receive cash. 

h) Ensure that payments are made by 
cheques. 

c) See that unused cheques are under 
the custody of a responsible officer. 

d) Ensure that receipts duly signed and 
stamped shouldbe procured for each 
payment. 

e) See that the client's staff keeps the 
record of cash payments properly. 

fl Ensure that the bill or Invoice, for 
which cheque has been Issued, is 
stamped as “paid”. 

g) Suitable currency notes and coins 
are withdrawn from bank for 
disbursement. 

h) A separate record Is kept for daily- 
wagers and they are paid on daily- 
basis. 

1) Unclaimed wages are paid Into the 
bank the same day. 

j) Subsequent payment of unclaimed 
wages should based on the records 
kept. 

k) Advance payments are not 
encouraged. 

l) Fake names are not Included In the 
wage-sheets and surprise visits are 
made during the wage-payment time. 

15.4 Practical 

Internal Checks for Credit Purchases 

15.4.1 Procedure 

a) Ensure that purchase depcirtment Is 
being looked after by a senior officer. 

b) Purchase orders are given to the 
listed enterprises determined on the 
basis of the recommendation of the 
purchase committee. 

c) Copies of the purchase order Is sent 
to supplier department for which 
purchases are being made, to 


accounts department and a copy is 
retained by the purchase 
department. 

d) The lald-down procedure of receiving. 
Inspecting, accepting and sending 
the goods to the concerned 
departments Is followed and that 
payment is not made twice for the 
same. 

e) See that the authorised persons s ign 
the cheques wltliln the prescribed 
limits. 

f) See that petty cash is organised on 
imprest system. 

g) Ensure that Bank Reconciliation 
Statement is made at regular 
intervals. 

15.5 Practical 

Internal Checks for Wages 

15.5.1 Procedure 

a) Proper record Is kept for the time 
spent In the factory or the number 
of units produced by each worker. 

b) Wage sheets are prepared with the 
help of relevant records like 
attendance register, overtime slip, 
etc. 

c) Separate sheets are prepared for the 
time rate md price rate wages 

d) Wage sheets are checked by some 
responsible officer. 

e) Methods of deductions from the 
remunerations should be indicated 
hi the wage-sheets. 

f) The number of workers shown In the 
wage-sheets should be tallied with 
the official record kept by the 
personnel department. 

g) Wage packets are made by persons 
who do not pregare the wage-sheets. 

h) The receipt of goods Is recorded in 
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the inward register, a note is 
prepared of the goods received by the 
store keeper, and a copy each of that 
is sent to the accounts department 
and the department where the goods 
are to be delivered. 

1) The invoices and the goods are 
composed. 

j) The details of the purchases are 
entered in the purchase books. 

k) The payment of the goods purchased 
is made only after the invoice has 
been passed for payment by the 
competent authority. 

15.6 Practical 

Internal Checks for Credit, Sales 

15.6,1 Procedure 

a) Ensure that orders received are 
entered in the order's Received Book 

b] Compare the goods taken out of the 


store with the respective orders, 

c) The persons comparing the goods 
with the order are different from 
those who preapre invoice or engaged 
in stock maintenance duties, 

d) Three copies of each invoice be 
prepared — one for recording the 
details in the internal registers and 
two to the purchaser. Purchaser 
keeps one copy and returns the other 
after signing it, 

e) Proper records of all the orders 
received, goods supplied, returns 
inwards, copies of invoices, etc. are 
kept. 

i) Proper Credit notes are sent to the 
purchasers when they return goods. 
Responsibilities for determining the 
amount to be incorporated in the 
credit note should also be fixed, 

g) Authority has been allocated for 
taking decisions about special terms, 
writing off bad debts etc. 


PRACTICAL EXERCISES 

1. Your client suspects that cash Is being misappropriated by some employees 
Suggest him how to streamline the system of internal checks with regard to j 

a) Cash Receipts and 

b) Cash Payments 

2. Give the steps required for the Internal check of wages. 

3. How can the errors and frauds In credit purchases and credit sales be detected? 



Exercise 16 


Identification through Observation of 
Wastages, Scrap and Defects 


16.1 Introduction 

In order to determine the correct cost of 
production and to find out whether 
proper accounting records of waste, 
scrap, defects etc, are kept or not, the 
auditor has to check the Internal control 
system, as also to examine whether 
waste, scrap and defects remain with the 
normal limits or not. In case of deviations 
he has to point them out In his report. 
This unit has been designed to enable 
the audit assistant to observe the 
products, examine the extent of 
wastages, scrap etc., point out the 
abnormalities, find out the chances of 
abnormalities, suggest measures and 
enter the necessary details in this report, 

16.2 Practical 

Finding the Reasons for Abnormal 
Wastage 

16,2.1 Procedure 

a) Examine the laid down standard of 
production. 

b) Compare it with the performcince. 

c) Examine the laid down standard of 
normal wastages, 

d) Detect deviations, if any 

e) Compare the various raw materials 


used in producing the product with 
the standard raw materials 
prescribed. 

f) Note deviations in the use of raw 
materials, if any. 

g) Compare the procedures of 
manufacturing the product with 
standard procedures. 

h) Note deviations, if any. 

I) Enumerate and study the nature of 
deviations, 

J) Suggest corrective actions 

k) Record in the report major 
deviations, if any. 

16.3 Practical 

A firm manufacturing nut-bolts finds 
that 10% of the nut-bolts produced are 
defective. Other firms producing the 
same product report that the normal 
percentage of defective nut-bolts is 5%. 
What action will you take as an audit 
assistant ? 

16.3.1 Procedure 

a) Compare the raw materials used with 
the standard raw materials for 
producing nut-bolts. 

b) Note down deviations, if any. 

c) Compare the production procedure 
with the standard prescribed 
procedure. 
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d) Note down deviations, If any, 

el Examine adl the deviations and find 
out their causes. 

f) Suggest corrective actions 

g) Ensure that the product has been 
priced properly. 

h) Ensure that the abnormal loss has 
been taken to costing profit and loss 
account 

16,4 Practical 

Control of Scrap 

16.4.1 Procedure 

a) Develop the design of the product. 


b) Suggest the type, shape add form of 
material that will result in the least 
quantity of scrap. 

c) Plan the production In such a way 
that best possible machines and 
tools are used. 

d) Ensure that production task Is 
entrusted to the right type of 
persons. 

e) Ensure that the resultant scrap is 
not more than the normal scrap 

f) Investigate the excess scrap. If any. 

g) Find out the reasons of excess scrap 

h) Take corrective action. 


PRACTICAL EXERCISES 


1 How will you determine whether the residual is a scrap or waste ? 

2 How as an audit assistant, will you detect abnormal waste and how should it 
be controlled? 

3. An employee Is In the habit of declaring good products as seconds. How will 
you delect this? What is your duty as an audit assistant In this regard? 



Exercise 17 


Internal Checks for Time Keeping 
and Time Booking 


17.1 Introduction 

It Is very Important to keep proper 
records of time keeping and time 
booking. As the reader knows time 
keeping Is the record of a worker’s total 
time spent In the factory and time 
booking Is the time spent on the Job. 
There should not be much variation m 
these two times otherwise cost per unit 
of production may increase. Auditor 
should ensure that these two types of 
time records are properly maintained. 
This unit has been developed to lay down 
steps of Internal check for time keeping 
and time booking. 

17.2 Practical 

Recording of Time in the Gate Register 

17.2.1 Procedure 

a) Each worker to record the time of his 
arrival In the Gate Register against 
his name or the person appointed for 
this purpose to recoi d the time of the 
arrival. 

b) Rep eat the same process for the time 
of departure. 

c) Calculate the total time spent In the 
factory, every day, week and month. 


17.3 Practical 

Recording of Time through Disc or Token 

Metal discs/tokens and board with 

hroks or few boxes. 

17,3.1 Procedure 

a) Each worker to take his token/disc 
from the hook of the board. 

b) Put It into the box, placed at the gate, 
(this box Is placed few minutes before 
the reporting time), 

c) Remove the hook after the reporting 
time is over. 

d) Put another box so that the late¬ 
comers may put their respective 
discs/tokens into It. 

e) Go on changing boxes after short 
Intervals Indicating the time duration 
of each box. Alternatively the arrival 
of the late comers may be noted down 
separately by a person deputed for 
this purpose. 

1) Compare the weekly or monthly time 
from the boxes or from box-cum 
register records. 

17.4 Practical 

Calculating Tune 

a) Install the machine at the factory 
gate.' 
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b) Each worker to insert his card In the 
slot of this machine. 

c) Get the date and time of arrival 
recorded on the card. 

d) Repeat the process while leaving the 
factory after completing the duty. 

e) Calculate the weekly or monthly time 
spent in the factory through each 
worker’s card. 


Practical 17.4 

Completing the Idle Time 

Procedure 

a) Complete the time spent In the 
factory through a time keeping 
device. 

b) Note the time spent on the job. 

c) Find the difference between two 
times. 

d) This time will be the idle time. 


PRACTICAL EXERCISES 


1. How wUl you record worker’s total time spent tn the factory through various 
devices of time recording? 

2. How does time-booking take place? 

3. Give the process of computing idle time. 



Exercise 18 


Calculation of Capacity Utilisation 
from Actual Data 


18.1 Introduction 

Auditor is expected to know the capacity 
of machines and that the extent to which 
the capacity has been utilised. He has 
to find out the reasons if capacity has 
remained under-utilised. This unit has 
been designed to know how capacity is 
computed and to suggest how the 
optimum capacity be utilised. 

18.2 Practical 

Computation of Practical Capacity 

18.2,1 Procedure 

a) Find out ihe life of machine from the 
study material supplied by the 
manufacturers of machine. 

b) Verify from the client’s engineers 
about the truth of what 
manufacturers have stated. 

c) Find the output that machine can 
produce in one hour. 

d) Give the allowance for holidays, 
breakdowns etc. 

e) Find the total productijon that the 
machine is expected to produce 
within a given period of time. 

f) Find out the actual output that the 
machine has actually produced. 

g) Compare it with the fleeted output. 


h) Find out the reasons if there is 
substantial difference. 

1) Incorporate the abnormal reasons tn 
the report. 

18.3 Practical 

A machine is expected to work for 20,000 

hours, producing 10 units in one hour 

Compute- 

18.3.1 Procedure 

a) The number of hours for which it will 
operate In one year if the factory 
works for 10 hours dally, the number 
of units that should be produced in 
one year. 

This machine produced 25,000 units 
during the period of one year 
Trace the reasons of this 
unfavourable variance. 

Process of Solution 

a) Compute the average h ours that the 
machine is expected to operate dally 
(The factory works for 10 hours dally. 
If the allowance for holidays and 
breakdown, etc. is given the average 
dally operation time may come to be 
an hour.) 

, b) Find the annual output, assuming 
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that it works for 8 hours dally 
(365 X 8 X 10 = 29200 units) 

c) Compare the expected production 
with actual production (Expected 
production=29200 units; the actual 
production = 25000 units). 

d) Find the unfavourable variance 
(29200 - 25000 = 4200 units) 

e) Trace the reasons of this 
unfavourable variance. 

(Auditor investigated and found that the 
worker is a drug addict. He takes drugs 
regularly. As a result he becomes slow 
at times. Therefore he produces less than 


what is expected) 

18.4 Practical 

Find the extent to which the machine in 

the above practical remained under¬ 
utilised, 

18.4.1 Procedure 

a) Find the number of deficit units 
(4200 units as calculated in the 
second practical). 

b) Find its percentage 
(4200/29200 X 100 = 14% approx) 

c) Include this extent of under¬ 
utilisation in the report. 


PRACTICAL EXERCISES 


1 How will you compute the practical capacity of a machine? 

2 How will you ascertain whether there Is under- or over-utlllsatlon of the capacity 
of a machine? 

3. A machine is expected to work for 30,000 hours, producing 15 units In 1 hour. 
Find — 

1) the number of hours for which it will operate in one year, if the factory 
works in two shifts of 10 hours in each shift, 
ii) the number of units that should be produced in 1 year 
This machine produced 80,000 units during the year. Find the percentage of capacity 
utilisation, assuming that the machine could work for an average of 8 hours per 
day. 



Exercise 19 


Drafting Audit Report 


19.1 Introduction 

Students are expected to draft simple 
audit reports. They should develop the 
competence of developing both clean and 
qualified Audit Reports. This unit has 
been designed to present a few practlcals 
which will enable the students to 
sharpen their skills in writing such 
reports. 

19.2 Practical 

Procedure for writing Clean Audit Report 

19.2 J Procedure 

a) Write the title. 

Example - Auditor’s Report 

b) Address the party for whom the 
report is being prepared. 

Example - To the shareholders of 
(Name of the company) 

c) Mention the books that have been 
audited as also the period covered. 
Example - We have audited (name of 
books of accounts) for the period 

(mention the period) or as on . 

(Write the last date of the trading 
period In case of balance sheet.) 

d) Refer to auditing standards or 
practices on the basis of which 


accounts and financial statements 
have been audited. 

Example - The sequence of Items, as 
shown in the financial statements, 
Is in conformity with ‘Internal 
Accounting Standard’. 

e) Express opinion about the state of 
affairs of &e financial position and 
operational results of the 
organisation. 

Example - In our opinion, the 
financial statements give a true and 
fair view of the state of affairs as on 
.. and the results of operations for 
the year ended on that date. 

f) Sign the report In the name of the 
audit firm or personal name of the 
audit firm or personal name (of the 
auditor) or both. 

Example - (at tfic bottom right hand 
side of the report) (name of the 
auditor /auditors firm) 

g) Write the auditor’s address (It may 
be printed on the auditor's pad or 
on the' rubber stamp put below 
auditors’ signature). 

h) Write the date and the name of the 
city at the left bottom. The city Is the 
one in which auditor maintains his 
Office, 
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PRACTICAL EXERCISES 


1. Suppose you are an audit assistant In the auditors’ firm "Aman Associates” 
You have been asked to write the draft of a clean audit report for audit conducted 
for the year 1992-93 of Beta Glass Co. Ltd. Prepare the draft report. 

2 Write a Qualified Audit Report, highlighting some discrepancies observed by 
you. 





